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PREFACE. 



The purpose of the following work is to exhibit in the 
sirnjflest language possible the mechanism of the great 
system of Credit, Banking, and the Foreign Exchanges, 
and to explain the reasoning upon which is founded the 
Principle of Onrrency, which I published in 1856 — That 
THE TRUE METHOD OF CONTROLLING CREDIT AND THE PAPER 
OURRENCy IS BY ADJUSTING THE RaTE OF DISCOUNT BY THE 

Bullion in the Bank and the State of the Foreign 
Exchanges — which is now universally acknowledged to 
be the true one, and which is now adopted by the Bank 
of England and by every bank in the world. 


H. 1). M. 



PREFA CE TO THE SEVENTH EDITION. 



The Bills of Exchange Act, 1882 , has been added to 
this edition, which it is hoped will make the work still 
more useful for students in Banking. 
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THE 


ELEMENTS OF BANKING. 



CHAPTEE I, 

1, Banking is a department of tEe great Science of Eco- 
nomics, which is the Science of Exchanges, or of Commerce in 
its widest extent. 

The word Economics is derived from the Greek ol/coc, which 
is the technical term in Attic law for Property of all sorts and 
descriptions, whatever its nature be, and vofiog^ a law. Hence 
the word Economics means the Science which treats of the Lawr 
which govern the relations of Exchangeable Quantities, 

Banking, as will be explained more fully hereafter, is that 
department of the Science of Economics which treats of the 
exchanges of Money for Credit, and of Credit for Credit. 

On the Definition of Wealth, or an Economic Qfantitt. 

2, Aristotle says ; — “ W e call W ealth everything whose value 
is measured by Money or rather, we may say everything which 
is exchangeable, as Money itself is an Exchangeable Quantity. 

Aristotie^s definition of Wealth is now generally accepted by 
modern Economists as the true one, thus Mill says : — Eveiy- 
tbing forms therefore a part of Wealth which has power of 
purchasing, In these passages we find what the fundamental 
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general conception of Wealth is — it is anything whatsoev^r^ 
whatever its nature be, which is exchangeable — which 
be bought and sold — everything which can be exchanged sepa- 
rately and independently of anything else. 

The only criterion, then, of anything being Wealth is— can it 
be valued ? Can it be bought and sold ? Can it be exchanged 
separately and independently of anything else 2 

This criterion may seem very simple, and it is now generally 
adopted as the true one; but in fact to apply it properly, to 
discern what is and what is not, separate and independent 
exchangeable property, requires a thorough knowledge of some 
of the most abstruse branches of Law and Commerce. 

On the Three Species of Wealth, or Economic 
Quantities. 

3* Having, then, obtained a good general idea or funda- 
mental conception of Wealth, or of an Economic Quantity, we 
have now to consider how many distinct orders of Quantities there 
are which satisfy this definition. 

1. There are material things like land, houses, cattle, corn, 
timber, money, and innumerable other things of that nature, 
which eveiyone admits to be Wealth. 

2. A person may sell his Labour or services in many capaci- 
ties, as a ploughman, a bricklayer, artisan, advocate, physician, 
engineer, professor, etc., and when a man sells his Labour for 
Money, its Value is measured by Money as precisely as if it were 
corn or timber. Hence Labour is Wealth by Aristotle’s definition. 

3. There is, besides, a third order of Quantities which can be 
bought and sold. If a person had 100,000^. of Bank of England 
notes, or if he had a million of money, as is commonly said, in 
the Eunds, or in shares of the London and Westminster Bank, 
he would be considered wealthy. These things, therefore, are a 
form of Wealth, distinct no doubt from the other two, but yet 
they are bought and sold for money; therefore they satisfy 
Aristotle’s definition of Wealth. They are, however, merely 
abstract Eights; and there are many other kinds of Eights wliicb 
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xmj be bought and sold, such as Copyrights, Patents, the Gaood- 
wil^of a business, an Advowson, etc. Ail these are mere 
abstract Rights, quite separate and distinct from any particular 
money, and yet they are all valuable Property — they may all be 
bought and sold — and, therefore, they all satisfy Aristotle’s 
definition of Wealth. 

We have therefore found three distinct orders, or species, of 
Quantities which satisfy Aristotle’s definition of Wealth; and 
refiection will show that there is nothing whatever which may 
be bought and sold which does not lail under one of these three 
orders of Quantities: either it is material: or it is some kind of 
Labour: or it is an abstract Right. Hence there are three orders 
of q*uantities, and only three, which satisfy Aristotle’s definition 
of Wealth, which may be symbolised by the words Money, 
Labour, and Credit — Money being taken as the of all 
material and corporeal things; Labour as the type of services of 
all sorts ; and Credit as the type of Rights of all sorts ; and all 
exchanges, that is all commerce, consist of the exchanges of 
these three orders of Quantities. 

That all material things which can be bought and sold are 
now admitted to be Wealth is so well known that we need not 
waste time in proving it. 

All modern Economists since Adam Smith admit that the 
abilities, skill, energy, capacity, character, and personal qualities 
of the people of a country are Wealth — because they can buy and 
sell their use, and make an income by their exertion. 

Smith enumerates as part of the Wealth or fixed Capital of a 
country, the acquired and useful abilities of all the inhabitants 
or members of the society. The acquisition of such talents, by 
the maintenance of the acquirer during his education, study, or 
apprenticeship, always costs a real expense, which is a Capital 
fixed and realised, as it were, in his person. These talents, as 
they make a part of his fortune, so do they likewise of that of 
the society to which he belongs.” 

So also Say says : — “ He W'ho has acquired a talent at the price 
of an annual sacrifice, enjoys an accumulated Capital, and this 
Wealth, though immaterial, is nevertheless so little fictitious, 
that he daily exchanges the exercise of his art for gold and 
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gilyer.” — “ Since it has been proved that immaterial property sifcb 
as talents and acquired personal abilities, form an integrals part 
of social Wealth.” 

Senior also says: — “If the question whether personal qualities 
are articles of Wealth had been proposed in classical times it 
would have been too clear for discussion. . . , They perish 
indeed by his death, and may be impaired or destroyed by 
disease, or rendered value] ess by any changes in the custom of 
the country which shall destroy the demand for his services ; 
but subject to these contingencies, they are Wealth, and Wealth 
of the most valuable kind. The amount of revenue derived 
from their exercise in England far exceeds the rental of all the 
lands in Great Britain ” 

So also : — “ Even in our present state of civilisation, which 
high as it appears by comparison, is far short of what may be 
easily conceived, or even of what may be confidently expected, 
the Intellectual and Mobal Capital of Great Britain far 
exceeds aU the Material Capital, not only in importance, but in 
productiveness. The families that receive mere wages probably 
do not form a fourth of the community ; and the comparatively 
larger amount of the wages even of these is principally owing to 
the capital and skill with which their efforts are assisted and 
directed by the more educated members of the society. Those 
who receive mere rent, even using that word in its largest sense, 
are still fewer; and the amount of rent, like that of wages, 
principally depends on the knowledge by which the gifts of 
nature are directed and employed. The bulk of the national 
revenue is profit, and of that profit the portion which is merely 
interest on Material Capital, probably does not amount to one- 
third. The rest is the result of Personal Capital, or, in other 
words, of education.” 

So Mill says : — “ The skill and the energy, and the perse- 
verance of the artisans of a country are reckoned part of its 
Wealth no less than their tools and machinery.” And why not 
the skill and energy and the perseverance of other classes as well 
as artisans? He also says: — “ Acquired capacities which exist 
only as a means, and have been called into existence by iabour, 
fall exactly as it seems to me within that designation.” 
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'* Now tlie : skilly energy, cliaracter, and abilities of tbe people 
of ^country may be used as Wealth in two ways, as we shall 
show at greater length hereafter: the one by their direct exer- 
cise in rendering some service which is termed Labour; and 
secondly, by purchasing commodities, with the view of selling 
them again with a profit, by means of a Peomise to pat out of 
the future profits, which is termed Credit. It is with the latter 
method of utilising personal qualities that we are chiefiy con- 
cerned in this work. 

We now come to the third species of Economic Quantities—- 
namely, Eights. 

It is laid down as a fundamental definition in Eoman law— 

“ Under the name of Wealth {Pecunia) not only ready money, 
but everything both immovable and movable, both corporeal 
and Eights (t/wm), are included.” 

And there are several other passages expressly declaring that 
Eights are included under the term ^ Res ’ and ^ Bona or goods 
and chattels ; we may quote one from Ulpian: — 

We are accustomed to buy and sell Debts payable on a 
certain day or at a certain event. For that is Wealth which 
may be bought and sold.” 

So Sir Patrick Colquhoun, in his ^VSummary of the Eoman 
Civil Law,” says — ‘‘The first requisite of the consensual contract 
of emptio et venditio is a Merx or object to be transferred by 
the seller to the buyer, and the first great requirement is that it 
should be in commercio, that is, capable of being freely bought 
and sold. Supposing such to be the case, it matters not whether 
it be an immovable or a movable, corporeal or incorporeal, 
existent or non-existent, certain or uncertain, the property of 
the vendor oi another : thus a horse, a Eight of AciTOif, servi- 
tude, or thing to he acquired^ or the acquisition whereof depends 
on chance. 

“A*purchaser may buy of a farmer the future crop of a 
certain field. Wine which may grow the next year in a certain 
vineyard may be bought at so much a pipo, or a certain price 
may be paid irrespective of quantity or quality, and the price 
would be due though nothing grew, or for whatever did grow. 
In the second case the bargain is termed emptio spei^ and in the 
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drst and last emptio ret speratce^ which all such bargains 
presumed to he in cases of doubt. •* 

The cession of a Eight of Action being legal in the Eoman 
law, the Eight of A to receive a debt due by B may be sold 
to C.’’ 

Thus we see that a Eight of Action-— which isy as we 
shall show hereafter, what is termed a Credit or a Debt in La,w, 
Commerce, and Economics — is expressly included under the title 
Wealth, G-oods, and Merchandise, in Roman Law. 

It is exactly the same in every system of Law. It is one of 
the elementary principles of law that a Eight of Action is a 
species of Property. Thus Mr. Williams says : — Choses-in-^ 
action having now become assignable, became an important kind 
of personal Property.” — A legal cliose-in-action constitutes a 
valuable personal Property.” So also Mr. Justice Byles, in 
speaking of Bills and Notes, which are Eights of action recorded 
on paper, says : — This species of Property is now in aggregate 
value inferior only to the land or Funded Debt of the kingdom.” 
This sentence was written more than forty years ago, and we 
may safely assert that the mass of Credit in circulation at the 
present time greatly exceeds the Funded Debt. So also a Eight 
OF Action is included under the term “ goods and chattels ” or 
“ effects ” in an Act of Parliament. 

We have said enough now to show that a Eight of Action, 
or a Credit, or a Debt, is included under the title of Wealth, 
Goods and Chattels, Property, or Merchandise, because it may be 
bought and sold, in every system of law. As we shall have to 
explain the nature of this species of property at greater length 
hereafter, we shall say no more about it here, so as not to say 
the same things twice over. AH that we want to impress upon 
the reader at present is, that Rights of all sorts are a distinct 
order of Wealth or Exchangeable Quantities. 

4. Hence there are three distinct orders of Exchangeable 
Quantities, or Wealth, as it is technically termed, which may be 
typified by the terms Money, Labour, and Credit: and all 
Exchanges, that is, all Commerce, consist in the exchanges of these 
three orders of Economic Quantities. Hence it is easily seen that 
there are Six different kinds of Exchange or Commerce — 
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• 1. The exchange of a material product for a material product; 
such^as so much money for so much corn, timber, books, furni-* 
ture, etc. 

2. The exchange of a material product for a service or 
labour : as when a person’s labour is paid for in money or any 
other material product. 

3. The exchange of one kind of service or labour for another 
kind of service or labour. 

4. The exchange of so much labour or service for a Eight of 
action, or a Credit ; as when labour is paid for in Bank Notes, 
Cheques, etc. 

5. The exchange of a material product for a right of action, 
or credit ; as when money or merchandise is exchanged for a 
bank note, cheque, or any form of credit. 

6. The exchange of one Eight for another Eight : such as 
when a banker buys one Eight of action, such as a Bill of Ex- 
change, by creating another Eight of action, either in the form of 
his own Notes or by means of a Credit in his books. 

These Six species of exchange comprehend all commerce in 
its widest extent, and in all forms and varieties ; and they 
constitute the great Science of Economics, or the Science which 
treats of the exchanges of property. 

Out of all these Six species of exchange in their different 
varieties, the business of Banking consists in two only, which 
are included under the two last species above enumerated. It 
consists in the exchange of— 

1. Money for Eights of Action, or Credit, or Debts. 

2. One Eight of Action for another Eight of Action, or of 
one kind of Credit, or Debt, for another kind of Credit, or Debt, 

And it is this department of the complete science of Economics 
which is the subject matter of this work. 

On the Meanmg of the Word Properti. 

5. Having thus found that there are three distinct species of 
Exchangeable or Economic Quantities, typified by Monet, Labour, 
and Credit, our next object is to find a general term which will 
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include tliem all, and this general term we shall find in the 
word Propeety. And when we understand the meatiing of the 
word Property, we shall find that it will throw a flood of light 
oyer the w^hole of Economic Science, and in fact it is wholly 
impossible to understand the science of Banking without it. 

Most persons in modem times, when they speak or hear of 
Property, think of some material things, such as money, houses, 
lands, corn, timber, cattle, etc. But that is not the true mean- 
ing of the word Property. Property in its true and original 
sense is not a material thing, but the Right to something. 

In the times of early Roman jurisprudence the absolute owner- 
ship in anything, as well as the thing itself, was called Manci- 
pium, because it was supposed to be acquired by the strong 
hand, and if not kept with a very firm grasp, would probably be 
lost again. 

As civilisation advanced, the ownership of things was held to 
be centred in the family or Domwa ; but the head of the house 
alone exercised all Eights over it ; hence this Eight was called 
Dominium ; no other member of the family could have any 
individual Right. Dominium was then adopted in Roman law as 
the term for the absolute ownership of anything. 

Afterwards, in the days of the early emperors, the extreme 
rigour of the patria potestas was relaxed, and the individual 
members of the family were allowed to have exclusive Rights to 
things ; and then this right was called Proprietas, because it 
was restricted to the individual, and excluded every one else, 
“ Dominium id est Proprietas,’’ says Keratius, a jurist of the age 
of Trajan md Hadrian. 

Proprieties in Roman law, therefore, meant Ownership, or a 
person’s Right to something exclusively of any one else. We do 
not believe that the word Proprietas in Roman law was ever 
applied to the things themselves. 

The word Property was always used exclusively in this 
sense by early English writers. Thus grand old Wycliffe says : 
“ They made Property of ghostly goods, where no Property may 
be ; and professed to have no Property in worldly goods, where 
alone Property is lawful.” So Bacon invariably uses Property to 
mean the Eight to a thing. He says one of the uses of the 
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Is to dispose of the Property of their goods and lands,*’ He 
explains the various methods by which Property in goods and 
chattels may be acquired,** So he speaks of the “ Interest or 
Property of a timber tree.** 

And we might multiply examples to any extent, which, how- 
ever, would be superduous. 

Property, therefore, in its true sense, means solely a Eight, 
Interest, or Ownership ; and consequently to call goods or material 
things Property is as great an absurdity as to call them Eight, 
Interest, or Ownership. 

To call the goods themselves Property is comparatively speak- 
ing a modern corruption, and we cannot say when it began. 

Many words in English law which are usually supposed to 
mean things, in reality mean Eights to things. Thus an Annuity 
is not the actual money paid, but the Bight to demand a series of 
payments, and is quite separate from the money itself; the 
Funds are Bights in the persons of the creditors of the nation to 
demand a series of payments from the government. Tithes are 
not the actual produce of the earth rendered, but the Bight to 
demand them. Bent is not the sum actually paid for the use of 
lands, houses, etc., but the Eight to demand a payment for their 
use. A Debt is not the money owed by the debtor, but the 
Eight to demand it from him, and so on in many other cases. 

Thus when we speak of landed Property, house Property, 
real Property, personal Property, literary Property, funded Pro- 
perty, W8 mean Eights to land, Eights to houses, Eights to realty, 
Eights to personalty, Eights to payments from the nation, Eights 
to the profits of literary works, and so on. 

6. Many eminent jurists have observed that jurisprudence 
has nothing to do with the things themselves, but only with the 
Eights to them. Thus when a person has damaged any goods 
belonging to another person, it is not for the actual damage done 
to the goods that an action lies; but for the injury done to the 
person ; that is for the infringement of his legal Eight (injuria), 
to the enjoyment and use of the goods. If the goods belong to 
no person there is no injury and no Eight of action. 

It is precisely the same in Economics ; it has nothing to do 
with material sq^bstances, but only with the Bights to them, and 
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with the Exchanges of those Eights. And the object of fhc 
iscience of Economics is to investigate the laws -which go^rern 
the proportions in which these Eights will exchange for each 
other. 

7. Property, then, being clearly nnderstood to be a Eight, 
there are two classes of Property which are the subject of sale 
or exchange with which we are concerned in this work : — 

1. There maybe Property in some material physical snb- 
stance which is already in existence, and which has already come 
into the possession of the proprietor, such as lands, houses, 
t'urniture, money, etc. These things are in a complete state of 
existence. This species of Property is called in English and 
Eoman law Corporeal Property, because it is the Property, or 
Eight in some specific matter. Hence this species of Property is 
usually called Corporeal, or Material Property, or Corporeal, or 
Material Wealth. 

2. We may have a Property or Right wholly severed and 
separated from any specific corpus or matter in possession. It may 
not even be in existence at the present time; or it maybe 
some one else’s Property at the present time, and only come 
into our possession at some future time. 

Thus those who possess lands, cattle, fruit trees, etc., have 
the Property in their future produce. Now though the produce 
itself will only come into existence at a future time, thePropei’ty 
or Eight to it, when it does come into existence, is present, and 
may be bought and sold like any material Property. 

So we may have the Eight or Property to demand a sum of 
Money from some person at a future time. That sum of Money 
may no doubt be in existence, but it is not in our possession; it 
may not even be in the possession of the person bound to pay 
it. It may pass through any number of hands, and effect any 
number of exchanges before it is paid to us. But yet our 
Property to receive it is present and existing, and we may sell 
and transfer that Property to any one else for Money. 

A landlord lets a house to a tenant. In exchange for the 
Right to use the house the tenant gives the landlord the Eight to 
demand a series of payments every three months. This Eight ig 
the Rent. Now though the tenant will only ij).ake these pay- 
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meiAs at definite future intervals, and no one can tell where the 
actual«money is which will be paid, or how many hands it may 
pass through before it is paid, yet the landlord’s Eight to demand 
them is present, and he may sell and transfer that Eight to any 
one else. 

So if a merchant sells goods to a trader in exchange for his 
Promise to pay three months after date, that Promise to pay is 
a Right or Property which may be bought and sold, though no 
one can tell where the money is which will pay the debt. 

The state requires a sum of money for some public purpose : 
in exchange for a sum of money paid down, it agrees to 
give its creditors a perpetual Annuity, or Eight to demand a 
certain sum at fixed times for ever. Now no one can tell where 
the money is which the state will pay at these future times. It 
may not even be in existence at the present time, it may be still 
in the mine. But the Rights of the creditors to demand these 
payments are present and existing, and may be bought and sold 
like any other material property. These Eights are called the Funds. 

This species of Property, or abstract Eight, wholly separated 
from any specific corpus or matter, is in Roman and English 
law called Incorporeal Property. 

But each species of Property may be bought and sold, trans- 
ferred or exchanged, and therefore is called Pecunia, EeSj Bona^ 
Merx, 

8. There are many kinds of Corporeal Property and many 
kinds of Incorporeal Property, but the only kind of Corporeal 
Property with which we are concerned in this work is Money, 
and the only kind of Incorporeal Property we are concerned with 
is the Eight to demand a sum of money ftoin some person. This 
kind of Incorporeal Property is, as we shall afterwards show, 
termed Credit or Debt, in Law, Commerce, and Economics. 
The business of Banking consists exclusively in the exchange 
of Money for Credit, and of Credit for Credit, 

Definition of V alue. 

9, If at any time any Economic Quantity, A, can be ex- 
changed for any ctfher Economic Quantity, B, then the Quantity A 
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is termed the Value of B, and B is similarly termed the VALifE of 
A. Now as each of the three species of Economic QnantitiofS may 
be exchanged for either of the others, any Quantity may have value 
in terms of the others. Suppose that at any time 1 oz. of gold 
will exchange for 15 oz, of silver, then it is said 1 oz. of gold is 
of the Value oflo oz. of silver, which is simply this equation : — 

1 oz. gold ~ 15 oz. silver. 

Hence Value may be said to be the sign of equality between 
any two Economic Quantities. As Aristotle says : — Now the 
term Value is used in reference to Bxterjtal Goods.” 

So it is said in Eoman law: — The Value of a thing is ivhat 
it can he sold forT 

We have then this definition — 

The Value of any Economic Quantity is any other Economic 
Quantity for which it can he exchanged. 

Hence any Economic Quantity has as many Values as Quanti- 
ties it can be exchanged for: and of course, if it can be exchanged 
for nothing, it has no Value. This shows that there can be no 
such thing as absolute Value, or universal Value, because there is 
nothing probably which can be exchanged imiversally throughout 
the world. 

Value, therefore, by the very definition, like distance or an 
equation, requires two objects. We cannot speak of absolute or 
intrinsic distance, or equality. A single object cannot be distant, 
or be equal. If we are told that an object is distant, or equal, 
we immediately ask — Distant irom what ? or equal to what ? 
So it is equally clear, that a single object cannot have value. 
We must always ask — Value in what ? And it is clear that, as 
it is absurd to speak of a single object having absolute or in- 
trinsic distance, or having absolute or intrinsic equality ; so it 
is equally absurd to speak of an object having absolute or 
intrmsic Value. 

This must suffice here for the definition of Value ; we shall 
have to enter somewhat more Miy into the theory of value ir 
the next chapter. 



OK MONBT AHD CKEDIT. 


13 


On Monet a/nd Credit. 

10 . in tlie primitive ages of tbe world we have abundant 
evidence that there was no such thing as Money. When persona 
traded, they exchanged the products directly with one another. 
Thus we have in Iliad, vii. 468 ; — 

“ From Lemnos’ Isle a numerous fleet had come 
Freighted with wine. . . . . 

. • . . All the other Greeks 

. Hastened to purchase, some with brass, and some 
With gleaming iron: some with hides, 

Cattle, or slaves.” 

This exchange of products against products is termed Baktee, 
and the inconveniences of this mode of trading are palpable. 
What haggling and bargaining it would require to determine 
how much leather should be given for how much wine, how 
many oxen, or how many slaves ! Some ingenious person would 
then discover that it would greatly facilitate traffic, if the things 
to be exchanged were referred to some common measure. There 
are several passages in the Iliad and Odyssey which show that 
even while traffic had not advanced beyond barter, such a stands 
ard of reference was used. We find that various things were 
frequently estimated as being worth so many oxen. Thus in 
Iliad, ii. 448, Pallas’s shield, the iEgis, had 100 tassels, each of 
the value of 100 oxen. In Iliad vi. 234, Homer laughs at the 
folly of Glaucus, who exchanged his golden armour, worth 
100 oxen, for the bronze armour of Diomede, worth nine oxen. 
In Iliad, xxiii. 703, Achilles offers as a prize to the conqueror 
in the funeral games in honour of Patroclus, a large tripod, 
which the Greeks valued among themselves at twelve oxen, and 
to the loser a female slave, which they valued at four oxen. But 
it must be observed that these oxen did not pass from hand to 
hand like Money. The state of barter still continued, as it is 
quite common at the present day when the precious metals are 
used as Money, ^to exchange goods according to their Value in 
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Money. Sucli a state of things in no way impKed Money, or 
Currency, or Circulating Medium. ^ 

The necessity for Money arises from a somewhat different 
cause. So long as the things exchanged were equal in yalue 
there would be no need for Money. If it happened that the 
exchanges of products or services among persons were equal, 
there would be an end of the matter. But it would often happen 
that when one person required some product or service from his 
neighbour, that neighbour would not require an equal amount of 
product or service at the same time, or, perhaps, even none at all. 
If then a transaction took place with such an unequal result, 
there would remain a certain amount or difference of product 
due from the one to the other, and this would constitute d Debt 
— that is to say, a Right or Property would be created in the 
person of the creditor to demand this balance of product at some 
future time, and at the same time a Duty is created in the per- 
son of the debtor to pay the product, * or perform the service, 
when required. 

Now among all nations who exchange, this result must 
inevitably happen : persons want something from others when 
those other persons want nothing from them. And it is easy to 
imagine the inconveniences which would arise if persons never 
could get anything they wanted, unless the persons who could 
supply these things wanted something in return at the same 
time. 

11. In process of time all nations hit upon this plan ; they 
fixed on some material substance which they agreed to make 
always exchangeable among themselves to represent the amount 
oiBehL 

That is, that if an unequal exchange took place among per- 
sons with a balance due from one to the other, then an amount 
of this universally exchangeable merchandise was given to make 
up the balance, so that the person to whom the balance was due 
might get an equivalent from some other person. 

Suppose a wine-dealer wants a quantity of bread from a 
baker; but the baker wants only one half the equivalent 
quantity of wine from the wine- dealer, or, perhaps, even none 
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iT^o wine- dealer takes tiie bread from the baker and gives Kim 
m exchange as much wine as he wants, and makes up the balance 
by giving an amount of this generally exchangeable merchandise; 
or if he wants no wine at all the wine-dealer gives him the full 
Value or equivalent of the bread in this merchandise. 

The baker perhaps wants shoes and meat but not wine. 
Having received this merchandise from the wine« dealer, he goes 
to the shoemaker and butcher, and obtains the equivalent of 
the product he sold to the wine- dealer in the form of shoes and 
.meat. 

Thus is seen the fundamental nature of Money, as this 
universally exchangeable merchandise is called : its especial and 
particfular purpose is to represent the Debts that arise from 
unequal exchanges among men, and to enable persons to obtain 
the equivalent of the service they have done to one person h:om 
some one else. 

12. Many species of merchandise have been used by dif- 
ferent nations, but however different in their form, this is the 
universal want which they supplied. And the true nature 
of Money is to be a Eight, or Title, to demand something from 
others. 

That this is the true nature of Monet, has been seen by 
many writers ; thus Aristotle says : — 

But with regard to a future exchange (if we want nothing 
at present, that it may take place when we do want something) 
Money is, as it were, our Security. For it is necessary that 
he who brings it should be able to get what he wants.” 

So an old pamphleteer in 1710 saw the same truth. He 
says: — “Trade found itself unsufferabiy straightened and per- 
plexed for want of a general specie of a complete intrinsic worth 
as the medium to supply the defect of exchanging, and to make 
good the balance, where a nation, or a market, or a merchant 
demands of another, a greater quantity of goods than either the 
buyer had goods to answer, or the seller had occasion to take 
back.” 

So Bandeau, one of the most eminent of the Physiocrates, or 
first school of Economists, says : — 

“ This coined Money in circulation is nothing, m I have said 
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elsewhere, hut effective Titles on the general mass of useful# am! 
agreeable enjoyments which cause the well being and pr^^pagm* 
tion of the human race. 

It is a kind of a Bill of Exchange, or Order payable at the 
will of the bearer. 

Instead of taking his share in kind of all matters of sub- 
sistence, and all raw produce annually growing, the sovereign 
demands it in Money, the effective Title, the Order, the Bill of 
Exchange.” 

So Smith says : — “ A guinea may be considered as a Bill for a 
certain quantity of necessaries and conveniences upon all the 
tradesmen in the neighbourhood,” 

So Henry Thornton says : — Money of every kind is an*Order 
for goods. It is so considered by the labourer when he receives 
it, and is almost instantly turned into money’s worth. It is 
merely the instrument by which the purchaseable stock of the 
country is distributed with convenience and advantage among 
the several members of the community.” 

This great fundamental truth was also very clearly expounded 
by Bastiat ; he says — “ This is now the time to analyse the true 
function of Money, leaving out of consideration the miners and 
importation. 

“You have a crown piece. What does it mean in your 
hands ? It is, as it were, the witness and the proof, that you 
have at some time done some work which instead of profiting by^ 
you have allowed society to enjoy, in the person of your client. Thi& 
crown piece witnesses that you have rendered a service to society, 
and moreover states the Value of it. It witnesses besides that 
you have not received back from society a real equivalent service 
as was your right. To put it in your power to exercise this 
Right when and how you please, society by the hands of your 
client has given you an Acknowledgment, a Title, an Order 
of the staiej a Token, a Crown-piece, in short, which does not 
differ from Titles of Credit, except that it carries its Value in 
itself (?) and if you can read with the eye of the mind, the in» 
scription it bears" you can distinctly see these words, Pay to the 
hearer a service equivalent to that which he has rendered to 
society* Value received and stated^ pt'oved and measured hy that 
which is on me * » 
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After tliat you cede yom* Crown piece to me. Either it m 
a present, or it is in exchange lor something else. If yon gire 
it to me as the price of a service, see what follows : yotir account 
as regards the real satisfaction with society is satisfied, balanced, 
closed. You rendered it a service in exchange for a Crown 
piece, you now restore it the Crown piece in exchange for a 
service : so far as regards you the account is settled. But I am 
now just in the position you were before. It is I now who have 
done a service to society in your person. It is I who have 
become its Creditor for the value of the work which I have done 
for you, and which I could devote to myself. It is into my 
hands, therefore, that this Title of Ceedit should pass, the 
witn^s and the jjroof of this social Debt.” 

“ It is enough for a man to have rendered services, and so to 
have the Eight to draw upon society by the means of an ex- 
change for equivalent services. That which I call the means of 
exchange is Money, Bills of Exchange, Bank Notes, and also 
Bankers. Whoever has rendered a service, and has not received 
an equal satisfaction is the bearer of a Waebant, either possessed 
of Value, like Money, or of Credit, like Bank Notes, which gives 
him the Eight to draw from society when he likes, where he 
likes, and under what form he will, an equivalent service.” 

So Mill says — The pounds or shillings which a person 
receives weekly, or yearly, are not what constitute his income ; 
they are a sort of Ticket or Order, which he can present for 
payment at any shop he pleases, and which entitle him to receive 
a certain value of any commodity that he makes choice of. The 
farmer pays his labourers, and the landlord in these Tickets as 
the most convenient plan for himself.” 

Thus ail these writers are absolutely agreed as to the funda- 
mental nature of Money : and this may be stated as the funda- 
mental axiom of Monetary Science — The Quantity of money in 
any country represents the amount of Debt which there would 
be if there was no Money ; and consequently Where there is 
NO Debt there can be no Money. We have shown elsewhere 
that the greatest monetary disasters the world ever saw have 
been produced by violating these fundamental axioms. 

13- Different nations have adopted different substances to 
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represent this nniversal want. The Hebrews we know ^sed 
ailver; although no money was used at the period qf* the 
Homerio poems, copper skewers were some time afterwards 
employed as money in Greece, which were superseded by 
the silver coinage of Pheidon. The Ethiopians used carved 
pebbles, and the Carthaginians leather discs, with some mysterious 
substance sewed up in them. Throughout the islands of the 
Eastern Ocean, and many parts of Africa and India shells are 
still used. In Thibet, and some parts of China little blocks of 
compressed tea serve as money. Salt is used in Abyssinia ; and 
in the oasis of Africa a certain measure of dates, called a liatia^ 
serves as money. In the last century dried cod was used in 
Newfoundland : sugar in the West Indies : and tobacco in Vir- 
ginia. Smith says that in his day a village in Scotland used 
nails. In some of the American colonies powder and shot ; in 
Campeachy logwood ; and among the North American Indians 
belts of wampum served the purpose of Money. It is said that 
in 1867 the proprietors in Virginia were reduced to such neces- 
jgily as to use dried squirrel skins as money. And no doubt 
many other things have been used by other nations. 

But when we consider the purposes for which Money is 
intended, it is easily seen that no substance possesses so many 
advantages as a Metal. The use of Money being to preserve 
the record of services being due to the owner of it for any future 
time, it is clear that it should not be liable to alter by time. A 
Money of dried cod would not be lilcely to keep very long, nor 
would it be very easily divisible. One of the first requisites of 
Money is that it should be divisible into very small fragments, 
so that its owner should be able to get any amount of services at 
any time he pleases. Taking these requisites into consideration, 
it is manifest that there is no substance which combines these 
qualifications so well as Metal. It is uniform in its texture, and 
it can be divided into any number of fragments, each of which 
shall be equal in value to another fragment of equal weight ; 
and if required, these fragments can always be reunited, and form 
a whole again of the aggregate value of all its parts. All civilised 
nations, therefore, have agreed to adopt a Metal as Money, and of 
metals. Gold, Silver and Copper, have been chiefly used. 
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14 . Now wlien persons take a piece of money in exdiange 
for vices or products, they can neither eat it, nor drink it, 
nor clothe themselves with it. The only reason why they take it 
is, as we have seen, because they believe they can excliange it 
away again whenever they please for other things which they 
do require. It is therefore what is called Ceedit,. As Edmund 
Burke says of Gold and Silver— The two great recognized 
species that represent the lasting conventional Credit of man- 
■Mnd;":' ' : 

Plence we obtain the fundamental conception of Credit — 

Credit is anything which is of no direct use, but which is 
taken in exchange for something else, in the belief or confidence 
that iCe have the Eight to exchange it away again. 

Credit is therefore the right or property of demanding some- 
thing else when we require it. It is the Eight to a future 
payment: and it must be particularly observed that Credit is not 
the Transfer of something, but it is the Name of a certain 
species of Eight or Property. 

15. So long as nations continue in a low state of civilisation 
all this Credit, or Money, is of some material substance. But 
when they advance in civilisation they use Credit in another 
form. To revert to the case from which we shewed how the neces- 
sity for Money originated, that of unequal exchange, suppose 
that the Debtor instead of the general merchandise called Money, 
gives the Creditor a simple Promise to render the balance of 
service when required. Then the Creditor has the Eight to 
demand an equivalent in future. But it is only a Eight against 
a particular person. Suppose for instance that a person holds a 
tea merchant’s promise to pay five pounds of tea. The Creditor 
may sell or transfer that Eight to any one else. Suppose he 
happened to want bread, and the baker happened to want tea, 
the Creditor might sell the Eight to demand so much tea in ex- 
change for so much bread. Now that Eight is only to demand a 
particular thing ; and only firom a particular person : and that 
person may die, or become insolvent, and may not be able to 
fulfil his promise. 

Hence the Value of the Promise T&partimlar and precarious. 
But if the tea mqychant can fulfil his Promise, that Promise is of 
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the Value of the tea. The tea is tJie Value of the Promise. 
And to any one who wants tea, the Promise is of exactlyeequal 
Value with Money. So if any one wants anything, an Oedek for 
that thing is of the same Value as Money with regard to that 
particular thing. If a person wants a shilling’s worth of bread, 
an Order for that amount of bread is of the same Value as a 
shilling with respect to bread : if a person wants a shilling’s 
worth of milk, an Order for that amount of milk is of the same 
Value as a shilling with respect to milk : and so on of everything 
else. The only difference is that each of these Orders only en- 
titles a person to that particular thing, whereas with a shilling 
he can buy a shilling’s worth of bread, or a shilling’s worth of 
milk, or wine, or anything else he pleases. Hence each of 
these Orders has only got one Value, but Money has a multitude 
of Values. Again if the person who has made the Promise can- 
not perform it, the Promise has lost its Value ; but if a person 
has Money he can always find some person to give him the 
equivalent he wants for it. Hence such an Order has only 
particular and precarious Value, but Money has general and 
Value. 

This Order or Promise is what is usually called Credit ; and 
it is clearly seen that though it is of a lower and inferior form, 
yet it is of the same general nature as Money. And because 
such Orders, or Promises, can be exchanged or bought and sold 
like any material chattel they are called Fecunia^ JRes^ Bona^ 
and Merx in Eoman Law. 

16. From this it will be seen that it is perfectly possible to 
carry on the exchanges of society without material Money, 
During the late civil war in America gold and silver money 
entirely disappeared from circulation, and private tickets of the 
nature described above, took its place. Instead of Money, people 
had their pockets filled with bread tickets, milk tickets, railroad 
tickets, &c. If a man had his hair cut and tendered a dollar in 
payment he could not get change in money, but he received so 
many tickets promising to cut his hair so many times. We saw 
a case in an American paper where payment was made in tickets 
promising to pay strawberries when the season came on. 

17<» This Paper Credit which we have described would in 
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Its #iraplest form liave the particular service or product, it was 
intended to command stated on the face of it, as we have just 
seen was done in the American war. This however would 
manifestly limit its utility, so by universal consent it is almost 
invariably the custom to make the Paper Credit of a country a 
Promise to pay in Metallic Money, which is the generally received 
power of commanding all services and products. Paper Credit, 
therefore, in modern practice instead of Promising that the Debtor 
will render any amount of particular service, almost always 
Promises that he will give a certain amount of Metallic Money 
either on demand, or at some fixed time. 

What we have said now is sufficient to explain the true 
Nature of Money and Credit. The fundamental conception of 
Money is that it represents Debt or Services due : but of course 
the value of the material which it is composed of with respect to 
other things is governed by the general laws of Yalue : which 
however are not necessary for the purpose of this work, in which 
we have only to do with the exchange of Money for Credit, or 
Promises to pay Money. It is now clearly shewn that Money 
and Credit are homogeneous quantities and that Money is only 
the highest and most general form of Credit. 


On Sale or Oirculatioh. 

18 . When commodities are interchanged directly for one 
another it is called Barter or Exchange. When commodities 
are interchanged for Money, that Money is only taken in order 
that it may be interchanged again for something else. Hence 
Say aptly said that when Money is used the transaction is half- j 
an- exchange^ which is true. It is also called a Sale. A Sale 
always denotes a transaction in which one of the quantities ex- 
changed is Money or Credit; that is when one quantity is 
useful commodity, and the other only the Bight to demand one : 
that is when the interchange is of things of an unlike nature. 
An Exchange is always an. interchange of things of a like nature. 
Thus we speak of the Foreign Exchanges, or the Yalue of the 
Money of one cojintry in terms of the Money of another ; or we 
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ask for the change (i.e. the ’change or exchange) of a 5L No^e, a 
Cheque, or a Sovereign. So we speak of exchanging a pactnre 
for a statue, or one book for another. When the interchange 
is of commodities for Money or Credit, the one who gives 
Money, or Credit, is said to But the commodity ; and the one 
who gives the commodity is said to Sell it. Thus we a 
horse or a house with Money. Formerly an officer bought a 
commission in the army, but he exchanged from one regiment 
to another. So in Lear when Albany throws down his glove 
to the traitor Edmund, the latter, throwing down his own 
says— “ There’s my exchange ’’—meaning like for like. So in 
Hamlet Laertes says — 

“ Exchange forgiveness with me, noble Hamlet.^ 

A transaction in which Money or Credit is given for com- 
modities is, as jnst said, termed a Sale. The sum total of 
these Sales is properly termed the Circulation. Hence a 
single piece of Money may add considerably to the Circulation, 
for every time it is transferred it adds to the Circulation. It 
is to be observed that the word Circulation is very often used 
in a very corrupt sense to mean Money and Bank Notes, more 
particularly the latter. But to call the Notes which circulate, 
the Circulation, is as gi'eat a confusion of ideas as to call a 
wheel a rotation. We shall accordingly never use the word 
Circulation to mean the issues of a bank ; the correct expression 
evidently is to say the Notes in Circulation. 

On the Terms Currency mid CiRCULATiNa Medium. 

19. The terms Currency and Circulating Medium are used 
as synonymous by all writers, and we must now explain then 
meaning. 

Circulating Medium is a term which came into use in the 
last decade of the last century. It does not occur in Smith. 
The first instance we have been able to discover of its use is in 
a speech of Mr. Fox, who complained of it as a novel term. But 
jjs we have defined Circulation to be the exchange, or sale oi 
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conpiodities for Money or -Credit, it is evid-ent that the Circida« 
ting J^edinm k the Medium by which Circulation is effected: 

'. and that. Mediiim is simply Money and Credit in': all itB forms and 
Yarieties. 

is so- plain as to require, no more explanation : - but an'- 
immense amount - of controversy has been waged about the word. 
Currency. 

20# We shall not notice here, any, of these controversies. 
.The word Currency, is a term of pure Mercantile Law ; and . we 
shall simply explain what it really means. 

To call Money by the name of Currency is a strange abuse 
of language. In old times men used to speak of Money being 
“ current ” as it passed from hand to hand. Hence arose the ex- 
pression the Currency of Money. Lord Mansfield, in Miller v. 
Race in 1750, says of Money that it cannot be recovered after it 
has passed “ in Currency^'' but before Money has passed “ in 
Gnrrency ’’ an action might be brought for it. He says the same 
of a Bank Note : an action could not be brought for it after it 
was paid away GmrencyM Hence the word Currency was 
applied to a certain peculiarity of Money# But about the begin- 
ing of the last century, by a 'most extraordinary confusion of 
ideas, and as far as we have been able to discover, it arose in our 
American colonies, the Money itself was called Currency. 

To show the extreme absurdity of this name, we have only to 
consider a few similar cases. Nothing is more common than to 
say that such an opinion or such a report is current : and we 
speak of the Currency of such an opinion, or such a report. Tom 
Paine said — “ I have gone into coffee bouses and places where I 

was unknown on purpose to learn the currency of opinion 

this I think a fair way of collecting the natural currency of 
opinion.” But who ever dreamt of calling the opinion, or the 
report itself, currency 1 It is very common to speak of the 
currency of the Session of Parliament — but who ever dreamt of 
calling tlie Session itself currency ? 

Now hcAv can it be more rational in a scientific sense to call 
Money, Currency, than to call a report or an opinion, or the 
Session of Parliament, Currency ? 

Such as it is however, this Yankeeism is far too firmly fixed 
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in common use to be abolished, and hence we must accept 
explain what it really means, and ascerfcaia what in a scientific 
sense it includes. 

The following is the meaning of the words “ Gurkent’^ and 
CuBRENCY ” in English Law. 

It is a general rule of English Law that a person cannot 
transmit to another any better title to a thing than he has him- 
self. It is also a rule of Law that if a person accidentally loses a 
thing or has it stolen from him, he does not thereby lose his 
Property or Eight in it. Consequently he can not only recoTer it 
from the finder or thief, but even if the finder or thief has sold it 
to some one else who has given a full price for it, and bought it 
quite honestly without knowing that it was not the Property of 
the seller. The only exception to this was if the finder or thief 
sold the goods in market overt.” If the goods were bought in 
market overt the buyer may retain them against the true owner, 
even though they were stolen. 

But to this rule of English Law Money was always an ex- 
ception. If the true owner of Money which has been stolen finds 
it in the hands of the thief he may recover it : but if the thief 
has purchased things in a shop with it, in the usual %vay of 
business, and the shopkeeper bikes it honestly in the way of his 
trade, and without knowing it has been stolen, he may retain it 
against the original owner from whom it has been stolen. That 
is the Property in it passes by delivery. 

And it is this peculiarity in the Law afifecting the Property 
by delivery in Money which is denoted by the word Cuerency.” 

And when the substitutes and representatives of Money such 
as Bills of Exchange, Bajik Notes, Cheques and other Securities 
for Money came into use, tlie Lex Mercatoria^ or custom of mer 
chants, applied the same doctrine or principle of “ Currency ” to 
them. They were treated like Money in so tar as this, that the 
Property in them passed like that of Money. Thus if they were 
stolen, though the real owner might recover them if he found them 
in the hands of the thief, yet if the thief had passed them away for 
Value in the ordinary course of trade to an innocent holder, that in* 
nocent holder acquired the Property in them, and might retain them 
igainst the true owner, and enforce payment from ail the parties 
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lialbte. Tliiis Bills of Exchange, Bank Notes, Cheques, &c., were 
assiimlated to Money in this important respect, that, even though 
stolen, when they had once been passed away in Currency,” the 
Property in them belonged to the person who had innocently 
purchased them ; and as Lord Mansfield said, no action would 
lie for them after they bad once been paid away in Currency.” 

This principle of Currency is also called Negotiability ; a 
Negotiable Instrument means a document of which tlie Property 
passes by delivery. 

That this is the true meaning of the term Currency is well 
known to every Mercantile Lawyer; and is established by a 
series of decisions in the Courts of Law. As if would not be 
suitable to the limits of this work to quote these here, we must 
refer any of our readers who wish to follow the subject further, 
to our Principles of Economical Philosophy,” chap, xvii., where 
we have given full extracts from the decisions of the Courts of 
Law. 

It will be seen then that in strict legal phraseology the word 
CuREENCY can only be applied to those Eights which are recorded 
on some material. An abstract Eight cannot be lost, mislaid, or 
stolen, and passed away in commerce. But if it be recorded on 
some material substance it may then be lost, or stolen, and sold 
like any other chattel : and the word Currency simply refers to 
some legal rules relating to the transfer of the Property in it, in 
the case of its being stolen and passed away in commerce. For 
an Obligation to be capable of being Currency in law, it must 
be recorded on some material so as to be capable of being carried 
in the hand, or put away in a drawer, or dropped in the street, 
and stolen from the drawer, or from a man’s pocket, and carried 
off by the finder or thief and sold like a piece of goods. The 
word Currency has no reference whatever to any property it 
has of paying, discharging, and closing debts. 

So far, then, in point of Law there is not the slightest diffi- 
culty ; the meaning of the word is perfectly plain. But if the 
force of public usage is too strong, and the word Currency is too 
firmly established as the designation of a certain class of Eco- 
nomic Quantities to be rejected, a difficulty ai*ises, and more 
especially if it is-used as synonymous with Circulating Medium, 
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because there is an immense mass o£ Credit whicb has prodp.c 3 e<! 
exchanges, and which maj be bought and sold, which is not 
recorded on any material substance, so that it can be lost or 
stolen, and pass by manual delivery. 

Thus the gigantic mass of Bank Credits and book debts of 
traders have effected a sale or circulation of commodities, and 
therefore they are all Circulating Medium, but they are not Cuii- 
EEKCY in a legal sense, because they cannot be mislaid, lost or 
stolen, and passed away by manual delivery. But though in point 
of Law these Credits are not Currency,” they must be included 
under that word used as a scientific term in Economics : because 
these Eights of action are exactly the same in their nature and 
effects whether they are recorded on paper or not. 

21, Adopting this definition we may enumerate the different 
species of Currency, or Circulating Medium, as follows — 

1. Coined Money : gold, silver, and copper. 

2. The Paper Currency: Promissory Notes, Bills of Ex- 
change with all their varieties. 

8. Simple Debts of ail sorts not recorded on Circulating 
paper : such as Credits in Bankers’ books called Deposits, Book 
Debts of traders, and private Debts between individuals. 

It is obvious that there is no distinction in principle between 
the two latter species. They each denote that a transfer of some 
sort has taken place, and are a Title to future payment. As a 
matter of convenience some of these are recorded on pieces of 
paper, but that does not alter their nature. It is certainly true 
that some of these descriptions of Currency are more eligible and 
secure than others, and perform the same duties with different 
degrees of advantage. The Metallic Currency rests upon the 
credit of the State, that it is of the proper weight and fineness, 
and the universal readiness of people to receive it in return for 
services and products. Paper Currency in this country at least, 
rests entirely uiDon private Credit, and is of ail degrees of security 
from a Bank of England Note down to a private I, 0. U. These 
different species of Currency, therefore, though they possess 
different degrees of circulating power, though they may be more 
or less eligible or secure, represent but one fundamental idea — 
Debt. From these considerations it follows tfeat the amount of 
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Oto^ncy, or Circulating Medium, in any country is tlie sum of 
all Debts due to every individual in it — that is all the Money 
and Credit in it. 

This truth was well expressed by the Marquis of Titchfield 
in the House of Commons — ** Economy of Money was, by con- 
trivances to spare the uses of it, according to the description of 
his right honourable friend, by substitutions for the precious 
metals in the shape of voluntary Credit. Every new contrivance 
of this kind — and every one improved — had that tendency. 
When it was considered to how great an extent these contri- 
vances had been practised in the various modes of Verbal, Book, 
and Circulating Credits, it was easy to see that the country had 
receitfed a great addition to its Currency. This addition to the 
Currency would^ of course^ have the same effect as if gold had 
been increased from the mines f 

On Price, Discount and Interest. 

22. When one Economic Quantity is exchanged for another, 
each is termed the Value of the other. But when one of the 
Quantities exchanged is Money, or Credit, the sum of Money, or 
Credit, receives a peculiar name. It is called the Price of the 
other. Price is therefore simply the Value of anything expressed 
in Money or Credit. But as it is invariably the custom in 
modern times to estimate the Value of every commodity by its 
Value in Money or Credit only, or its Price, and not by its 
Value in any other commodities, the words Value and Price 
have become almost identical and interchangeable expressions, 
though no doubt we must remember the technical difference 
between them. 

Now as the. Value of the Money is the Commodity received 
in exchange for it, it is manifest that the greate> the quantity of 
the Commodity received for it, the greater is the Value of 
Money. Or if the quantity of the Commodity be taken as fixed, 
the Value of Money is greater as less Money is given for the 
Commodity. Hence it is clear that the Valuer of Money varm i 

INVERSELY 
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The Yalue of Money, however, with respect to the Properly 
or the Commodity called Debt, or Credit, is estimate^ in a 
peculiar way. Debt, or Credit, being an Exchangeable Quantity, 
Merchandise, or a Commodity, must be divided into certain 
units in commerce, like other goods. Coals are measured by 
the ton ; other things by the pound ; other things by the ounce. 
The unit of Debt is the Bight to demand lOOL to be paid one 
year hence, A Debt, then, of lOOL payable one year hence 
being a saleable commodity, lilce a quarter of corn, the sum 
given for it is its Price, just as we speak of the Price of anything 
else : and the Value of Money increases as the Price given for a 
Debt diminishes. But in the commerce oi‘ Debts it is not the 
custom to estimate the Yalue of Money by the Price of the"' Debt. 
The Price of the Debt must of course be less than the Debt : 
and the difference between the Price of the Debt and the 
Amount of the Debt is called Discount. The Discount is the 
Profit made by buying the Debt. It is clear that the Price of 
the Debt together with the Discount equals the Amount of the 
Debt : and as the Price decreases the Discount increases. In 
the language of the Money Market it is always the custom to 
estimate the Value of Money by the Discount or Profit it yields. 
To buy or purchase a Debt is always in commerce termed to 
Discount it. 

Hence the reader must observe that in commerce the expres- 
sion “ Value of Money ” has two meanings, according as it is 
applied to the purchase of Commodities, or Debts : when applied 
to the purchase of Commodities, it means the Quantity of the 
Commodity obtained in exchange for the Money : when applied 
to the purchase of Debts it is applied to the Profit realised by 
buying the Debt. 

Hence in this latter case the Value of Money varies dieectlv 
as the Discount or Profit, 

And we have this rule — 

The Value of Money varies as Price and dieectly 

as Discount. 

To Discount a Bill of Exchange at 5 per cent, means to give 
a Price for the Debt in the proportion of 95/. for every 100/. of 
its amount payable one year hence 
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ynien a person advances money to an other and agrees to 
defer receiving the Profit till the end of the year, the Profit is 
termed Interest, If he lends, as it is called, 100^. for a year at 
5 per cent, interest, it is in fact an exchange, or sale, in which 
he pays 100/. down to buy a Debt of 105/. payable at the end of 
the year : and the 5/. is the Interest. 

This method of making Profits, though not uncommon, is 
never used in banking, except in charging interest for overdrafts. 
Bankers invariably subtract the Profit agreed upon at the time 
of the advance. Thus they always make Profits in advance; and 
in this case the Profit is termed Discount. Thus if a banker 
discounts a bill of 100/. for a customer at 5 per cent, he places 
95/. tb his credit, and retains the 5/. at the time of the advance. 
In reality he gives Credit for 95/. to buy a Debt of 100/. payable 
a year after date : and the 5/. or the difference between the 
Price of the Debt and its amount, is the Discount and his Profit. 

It is clear that this latter method of trading is the more 
profitable, because in the former case he makes 5/. profit on the 
actual advance of 100/. : in the latter case he makes 5/. profit on 
the actual advance of 95/. ; and besides that, he has the 5/. in 
his hands to trade with immediately, instead of waiting till the 
end of the year. In the large amounts of money which banks 
deal with this makes a very sensible difference in their profits, 
especially when the Rate of Discount is high. 

The Rate of Interest or Discount is the amount of Interest or 
Discount paid for some given time, as a year. 

On Secumties fob Monet and Conyebtiblb Securities. 

23. We must now explain the difference between Securities 
for Money and Gonvertihle Securities. 

A Security for Money always means an Obligation, or i 
Security, for the payment of a definite sum df Money from a : 
definite person at a definite time. There is, therefore, always 
some Obligor, or Debtor or some person who is bound to pay it. 
There are different forms of such Securities, such as Bank Notes, 
Promissory Notes, Bills of Exchange, Exchequer Bills, Navy Bills, 
and Debts of all §orta. 
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CoNYERTiBLE SECURITIES are secTiTities whicli 210 parti^silar 
person is boxmd to pay, but for wbich under usual circumstances 
a purchaser can readily be found in the open market. Thus any 
Property which can readily be sold is called a Convertible 
Security, because it can be readily converted into Money. This 
species of Property includes the Public Funds, Shares in all sorts 
of Commercial Companies, and all title deeds to Property of a 
movable description of which the Property passes by simple 
delivery, such as Dock Warrants and Bills of Lading, The 
fundamental distinction between these latter and Instruments of 
Credit will be clearly explained in a future chapter. Now as 
Convertible Securities mean Property which is readily converti- 
ble into Money, of course there are all degrees of convertibility. 
There is no absolute distinction in principle between the different 
species of Property. But of all species of Property the Funds 
are the most readily convertible : and the Land or Eeal Pro- 
perty, the least readily convertible, mainly in consequence of the 
difficulty in its transfer. 

Thus Securities for Money mmr represent any specific 
Money: but are always a claim on the person. Convertible 
Securities are never a claim on the person, and certain kinds of 
them are always a title to certain specific goods. Sometimes a 
Security for Money may be changed into a Convertible Security, 
This is done in what is technically called funding the unfunded 
debt. The Government often raises money on its bills like an 
individual, and is of course bound to pay them at maturity. These 
Exchequer Bills, therefore, as they are called, are, like any other 
nf Exchange, Securities for Money. Sometimes when 
these bills amount to a large sum, it is very inconvenient for the 
Exchequer to pay them in full, and it gets its Creditors to agree 
not to demand repayment of the whole debt, but to receive only 
the interest on it in perpetuity. When this is done, the Creditor 
loses the right to demand the principal sum from the Govern- 
ment, but he may sell the Right to receive the Annuity to any 
one else in the open market. It then becomes a Convertible 
Security, and is called the Public Funds, or Stock. This opera- 
tion is termed funding the unfunded debt In a similar manner. 
Railway companies have been allowed to borrojv money on their 
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boii^^s, termed Debentures. But finding it inconvenient to jrepny 
these l^rge sums they have formed them into Debenture Stockj 
upon which they are only bound to pay the interest, like the 
Public Funds. 

Definition of Capital- 

24. Economic Quantities are, as we have seen, of three 
distinct species, typified by Money, Labour, and Credit. 

Now any of these Quantities may be used in two different 
ways. The proprietor may use it for his own use or enjoyment : 
or he may employ it so as to produce a Profit : that is he may 
trade with it. When any Economic Quantity is traded with ; or 
used so as to produce a Profit, or as it is termed in Economics, 
employed productively^ it is termed Capital. 

Stephens in his Thesaurus defines Capital thus — Caput unde 
fi’uctus et reditus manat— Capital the source whence any Profit 

or Eevenue flows.” 

So says Senior — “ Economists are agreed that whatever gives 
a Profit is properly termed Capital.” 

So M. de Fontenay says — “ Wherever there is a Eevenue you 
perceive Capital.” 

The definition of Capital, therefore, which we adopt is 
this — 

Capital is an Economic Quantity used for the purpose of 
Profit 

If a person has a sum of Money, he may expend it on his 
household requirements ; or in gratifying his personal tastes by 
buying books, or statues, or pictures, <fec. Money spent in this 
way is not Capital, 

But if he buys goods of any sort for the purpose of selling 
them again with a Profit ; then the money so employed is 
Capital, and the goods so purchased are also Capital, because 
they are intended to be sold with a Profit. 

So Money lent out at interest is Capital. 

In a similar way any material thing may be used as Capital. 
If a landlord lets out his land for the purpose of Profit, it is 
Capita L Some great noblemen possess tracts of land upon which 
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great part of London is bmlt: that land is Capital to ^em 
And so on in nnmerons other cases. ^ 

All modem Economists class personal skill, abilities, 
energies, and character, as Wealth because persons can make a 
Profit by their use. 

Hence they may he used as Capital as well as any material 
objects. 

If a man digs in his garden for his own amusement, such 
Labour is not Capital : or if he sings, or acts, or gives gratuitous 
lectures on any subject to his friends, such Labour is not 
Capital. 

But if he sells his Labour in any capacity for Money: then 
such Labour is Capital to him. Thus Huskisson said — that he 
had always maintained that Labour is the poor man’s Capital.’’ 
So Mr. Cardwell addressing his constituents, said — “ Labour is 
the poor man’s Capital.” And a writer in a daily paper, speaking 
of agricultural labourers justly said — The only Capital they 
possess is their Labour, which they must bring into the market 
to supply their daily wants.” 

So if a man expends Money in learning a profession such as 
that of an advocate, physician, engineer, or a profession of any 
sort which he piactises for Profit, the Money laid out in acquir- 
ing such knowledge is Capital: and his skill, abilities, and 
knowledge are also Capital. He makes an income which is 
measurable and taxable just in the same way as if he had made 
Profits by selling goods. Now any exertion of human abilities 
which is paid for is Labour, with which we are not concerned in 
this work, 

V''i 26 « But a man may use his personal Character, Skill, 
Abilities, Energy, and Probity for the purpose of Profit in 
another way besides the direct exchange of his Labour for 
Profit. 

He may use them for the purpose of purchasing goods, 
materials, &c., by giving a Promise to pay in future instead of 
actual payment in Money, and selling these goods again with a 
Profit. In popular language this Purchasing Power of Character 
is called Cjredit. And a trader makes a profit by trading with 
his Credit precisely in the same way as if he t^^ded with Money- 
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Th-as Smitli says—^ Trade can be extended as stock increases, 
and^e Credit of a frugal and thriving man increases much 
faster than his stock. His trade is extended in proportion to the 
amount ofhoth^ and the sum or amount of his Profits in pro- 
portion to the extent of his trade : and his annual accumulation 
in proportion to the amount of his Profits,” 

So Mill, who says that Wealth is anything which has Pur- 
I chasing Power, says a multitude of times that Credit is Pur- 

chasing Power, But as human abilities, skill, and energy do not 
come within the domain of Economics until some exercise of them 
is made which is paid for; so a merchant’s general Credit, or 
Purchasing Power, does not come within the domain of Econo- 
mics nntii he actually makes some purchase with it; and then 
he gives his Promise to pay in exchange for the goods instead of 
actual money. Now this Promise to pay, this Debt, or Right to 
demand payment is the Economic Quantity called Credit ; and 
it may be bought and sold like any material Chattel. 

Suppose that a person buys, or discounts a Commercial 
Debt ; he gives a less Price for it than the amount ; hence the 
Debt is always increasing in value every day ; and therefore it 
is Capital to him. 

^ So any other Economic Quantities of the third order, or 

Rights, may be Capital. If an author writes a successful Work, 
the Copyright of it is Capital to him : or if he sells it to a piib- 
iisher it is Capital to the publisher. If a man buys into the 
Funds they are Capital to him. There is a class of traders whose 
business is to buy and sell the Funds and Shares in Commercial 
Companies. They are called Stock Jobbers: and they keep a 
stock of this Property on hand, just as other traders keep a stock 
: of material goods. 

; 27. Now there are two fundamentally distinct ways in 

which Capital may incj*ease— - 

1 . By direct and actual increase of quantity ; thus docks, and 
herds, corn, and ail the fruits of the earth increase by adding to 
their number or quantity. 

j 2. By exchange : that is by exchanging something which has 

1 a low value in a place, for something which has a liigher value, 

ij Now it is clear that Money produces a ’ Profit, and therefore 
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becomes Capital, by the second of these methods. Money is |ised 
as Capital by exchanging it for some goods or labour, the piyldnce 
of which may be sold or exchanged again for a greater sum than 
they cost. And it is also clear that any Economic Quantity 
whatever which is used as a substitute for Money to purchase 
goods for the purpose of Profit is Capital as well as Money, by the 
very force of the definition which Senior says that all Econo- 
mists are agreed upon.- 

Money becomes Productive Capital by being employed k) 
purchase things to be sold again at a Profit. And if a man can 
purchase things by means of his Credit, that is if he can purchase 
them by giving bis Promise to pay at a future time, and by so 
doing can sell the goods at a higher price, and so has a* Profit 
after paying and discharging his Debt, it is quite clear that his 
Credit has been Capital to bim in exactly the same way that 
Money would have been. 

Let us take a very simple example to illustrate this. Suppose 
a tailor wants to make clothes for a customer. He pays say lOL 
in money to the cloth merchant, and after making up the cloth, 
he sells the clothes perhaps for 15Z. Then he has used his 
Money as Capital. He has lOZ. at the beginning of the operation, 
and 15Z. at the end of it : or he has made a profit of 5Z. 

Suppose the tailor has no money to buy the cloth with, then 
if he cannot 'buy it on Credit, he cannot make the clolLes, and he 
cannot have any Profit. 

Suppose, however, that the cloth merchant believing in his 
honesty and capacity to pay, sells him the cloth in exchange for 
his Promise to pay money three months after the time. As the 
payment is deferred, and as of course there is some risk of loss, 
he will by way of insurance, charge the tailor a somewhat higher 
price in Credit, than in Money. Suppose he sells his cloth in 
exchange for the tailor’s promise to pay IIZ. three months after 
the time. This is as much a Sale as if the Price had been paid 
in Money. The Property in the cloth has gone to the tailor, 
and what the cloth merchant has received in exchange for it is, 
the Eight or Property, to demand IIZ, three months after date. 
And this Property is called a Credit or a Debt. 

The tailor having purchased ■ the cloth creating a Debt 
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against himself of IIZ., payable in three months’ time, makes up 
■:tih,e,,^thes.as:before, and is paid 15^. ■ by his customer*: ■ At:, the. 
end of the three months he pays IIZ. out of this to the cloth 
merchant, and has of course remaining for himself a Profit of 41. 

Now by the Cash operation he is better off at the end by 5Z, ; 
and by the Credit operation he is better off by 4Z. than he was at 
the beginning. It is true, he has not made so great a Profit by 
Credit as by Cash. But still he has made a Profit by his Credit, 
which he could not have made without it. Hence by the very 
definition 'his Credit has been Capital to him, and has produced 
exactly the same circulation of commodities, and given employ- 
ment to the same quantity of labour that Cash would have clone. 
Henci3* we see that Credit is Productive Capital in exactly tht 
same way, and in the same sense that Money ifj. 
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CHAPTER II 

ON - VALUE. 

1. It has been seen in the preceding chapter that there are 
three distinct species o£ Exchangeable, or Economic, Quantities, 
symbolised by the terms Money, Labour, and Credit, the various 
interchanges of which give rise to Six different kinds of Exchange. 
These constitute the science of Economics, or Political Economy, 
in its most modern definition. It has also been said that 
Yalue of any Economic Quantity is any other Economic Quan- 
tity for which it can he exchanged. To examine these six species 
of exchange with all their ramifications, would be a complete 
treatise on Economics. In the present work we have only to do 
with two out of the six species of exchange, viz., the exchange of 
Money for Credit, or Debts, and the exchange of Credit, or Debts 
for Credit, or Debts, which constitutes the business of Banking. 
We must now investigate the Theory of Yalue, which must be 
equally applicable to all Economic Quantities, and to all the six 
species of exchange. 

The complete Theory of Yalue comprises the following; — 

1. The Definition of Yalue. 

2. The Origin, Source, or Cause of Yalue. 

8. The General Law of Yalue. 

We must now examine each of these separately, and though 
we wish to avoid controversy as much as possible, we cannot 
avoid noticing some misconceptions which are still very prevalent, 
as they have done so much to obscure the Theory of Credit in 
recent times. 



»BI*IMTION OS' VALUBt 


37 , 



On the Definition of Value, 


2* Value in its original sense is a quality or desire of the 
mind : it means esteem or estimation : as we speak of a highly 
valued friend : but such Value is not an Economic phenomenon. 
To bring Value into Economics it must be manifested in some 
tangible form : just as in the same way j human abilities do not 
enter into Economics unless they are exercised in exchange for 
something else : nor does a merchant’s Credit enter into Eco- 
nomics until he actually effects a purchase with it, and gives a 
Promise to pay in exchange for some merchandise. So Value 
does not enter into Economics until a person manifests liis desire, 
estimaMon, or Value for something by giving something in Mx- 
change for it to acquire possession of it. 

But as one person cannot gain possession of what another 
person possesses without giving him something in exchange for 
it, which that person desires, demands, or Values, it is evident 
that for an exchange to take place requires the concurrence of two 
minds. If a person brought a cargo of wine to a nation of teeto- 
tallers, no one would buy it : such a product would have no 
Value among such a community. So a cargo of tobacco would 
have no Value among a nation of non-smokers. The Value of a 
tiling does not depend solely upon the person who offers it for 
sale, but upon the desire of the purchaser. However much a 
person may wish to sell any product of his own, yet if no one 
will buy it it has no Value, If an exchange takes place it can 
only be from the reciprocal desire of two persons, each for the 
goods of the other. 

3, When, therefore, two persons agree to exchange their 
products, each product may be considered as the Measure of the 
desire of its possessor to obtain the product of the other person. 
The two products, therefore, reciprocally measure the desire of 
their possessors to obtain the product of the other : and when 
the respective persons have agreed upon the quantities of their 
products which are to be exchanged, the two’ products are said 
to be of equal Value. Bach product is said to be the Value of 
the other : and this is the only kind of Value with which Eco- 
nomics is concerned. 
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Thns let A and B be any two Economic Qimnti'ties: 
are exchanged at any moment; then we may Ray-— 

A valet s 

or A is of the Yalue of B 

' ,A=B 

Then B is t/^e Value of A, in terms of B : and A is Value 
of Bj in terms cf A. 

Tims, as the Physiocrates said-— Value consists in the relation 
of exchange which takes place between such and such a product : 
between such a Quantity of one product and such a Quantity of 
another.” 

4. Hence it is clear that Value is a Ratio, or an Equation. 
It is like distance: it necessarily requires two objects. The 
Value of a thing is always something external to itself. It is 
absolutely impossible to predicate that any Quantity has Yalue, 
without at the same time implying that it can be exchanged for 
something: and of course everything it can be exchanged for 
is its Yalue in that commodity. It is impossible to say that any 
Quantity has Value, without at the same time stating Value in 
what — whether bread, or shoes, or cloth, or money, or anything 
else. So it is impossible to say that a town has distance unless 
we state the place it is distant from. We can no more say that 
a Quantity is worth, than we can say that London is distant. 
And as any place is of different distances from other places, so 
any Quantity has as many Values as other Quantities it can be 
exchanged for. 

Now suppose B as above is ten guineas : then A may be 
either of the other three species of Economic Quantities. It may 
be a material product like a watch ; or it may be an immaterial 
product, such as so much instruction in science or literature, or 
so much amusement — as so much acting, or any other service or 
labour : or it may be an incorporeal product — as a Debt, under 
the form of a Bank Note, or a Bill of Exchange : or so much 
Public Stock, or any other species of Incorporeal property. Each 
of these species of Property is of the Value of ten guineas : and 
therefore it manifestly follows that each of them must be equal to 
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«acfe other : for Things which are equal to the same thing are 
eqvm to one another. 

Bnt B may be either of the three species of Economic Quan- 
tities as well as A. Therefore any Economic Quantity may have 
Value in terms of any of the others. 

The Value of the goods in the merchants’ and traders’ ware- 
houses is the Money in the pockets of their customers. The 
Value of the money in the pockets of the public is the various 
products and services it can purchase. The Value of a Pro- 
fessor’s lectures is the fees paid to him by his students. The 
Value of the Lawyer’s, Physician’s, Surgeon’s talents is the in- 
come be can earn. 

Tiie Value of an Incorporeal Bight, or Promise, is the thing 
which may be demanded or promised. 

The Value of a bl. note is five sovereigns. The Value of a 
Postage Stamp is the carriage of a letter. The Value of a Pro- 
mise, or Pledge, to cut a man’s hair is the cutting of the hair. 
The Value of a Railway Ticket is the journey. The Value of an 
order to see the Zoological Gardens is being admitted to see them. 
The Value of an order to see the play is seeing the play. 

Suppose the price of getting one’s hair cut is a shilling : sup- 
pose I want my hair cut ; what difference does it make to me 
whether I have a shilling in my pocket, or the pledge of the hair- 
dresser to cut it ? Is it not clear that in this case the Shilling 
and the Promise are of exactly the same Value to me ? 

Suppose I want a loaf of bread which costs a shilling : what 
difference does it make tc me whether I have a shilling in my 
pocket, or a Promise of a baker to give me the bread ? Are not 
the Shilling and the Promise of exactly the same Value to me in 
this case ? 

In short suppose that I want any product or service at al!, 
what difference does it make to me whether I have the Money in 
my pocket to purchase it, or a Promise from some one to render 
me the product or service ? Are not the Money and the Promise 
of exactly the same Value to me in each separate case ? 

Bach separate tradesman only, of course, promises to render 
some particular product : and as this product is not demandable 
from any one but the person who has given the pledge, it has, of 
course, only particular Value* 
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Now wbat is Money ? It is notMng bnt tbe general^ed 
Riglitj or Power, to demand wHchever of these products or/ ser- 
vices we may require at any time. Is it not clear, therefore, 
that Money is a General Right, while each of these Pledges is a 
...Particular -Right ? 

Is it not clear, therefore, that each of these separate Rights is 
of the same nature as Money, only inferior in degree ? And that 
they are Economic Quantities, or Wealth, for the very same 
reason that Money is ? And that Money is nothing but a stored up 
or accumulated general Power or Right, of demanding all products 
and services? Is it not clear that, if a man had his pocket full 
of Promises or Pledges by solvent persons to render him all the 
products and services he wanted, he would be just as wealthy as 
if he had so much Money ? Hence we see the perfect justice of 
the Roman Law — Under the title of Wealth or Money, Rights 
are included.*’ 

These Rights, then, being clearly shewn to have Value, and 
to be Wealth, like any material products, they may be bought 
and sold and exchanged like any material products. A Eight 
to demand a loaf of bread may be exchanged against a Right 
to have one’s hair cut. And all these Rights are Economic 
Quantities, or Wealth, as much as any material products. They 
are the most colossal species of property in this country, and 
articles of the most gigantic commerce, whose mechanism is the 
subject matter of this work. 

As the Value of anything is solely anything else it can be 
exchanged for, it is manifest that if it can be exchanged for 
nothing, it has no Value. No matter what qualities it may 
possess, if no one else wants it, and will give nothing for it, it has 
no more Value for its owner, than if he were in the centre of the 
Desert of Sahara. Many persons have almost a difficulty in be- 
lieving that Money could have no Value : but Smith himself says 
that if a guinea could not be exchanged for anything it would be 
of no more Value than a bill upon a bankrupt. Say says that 
things can only be Valued by an exchange. This is strictly in 
accordance with the doctrine of all ancient writers and of the 
Fhysiocrates. 

Thus a recent writer describing the splendoi^r of the houses 
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IB'' of tlie remote conntry districts of Spain says— Houses 
and ^iendid furniture in suoli places are nearly Valueless^ be- 
cause there is no one to hire the former, or to buy the latter.’’ 

5. Having thus enforced the doctrine that the Value of any 
Economic Quantity is any Economic Quantity for which it 
can be exchanged, there is only one furtlier thing which need be 
noticed here : Price is the Value of a Quantity in Money oi 
Credit only. Now if Money or Credit be excessively abundant, 
the Prices of all things will rise, but they will still preserve their 
relative Values among themselves. For if a loaf of bread and a 
pound of meat each cost sixpence ; and if in consequence of the 
excessive abundance of Money or Credit, they each rise to a 
shilling, the pound of meat is still of the Value of a loaf of bread. 
Hence there may be a general rise or a general fall of Prices. 

But there can be no such thing as a general rise or a general 
fall of Values. Everything can no more rise or fall with respect 
to everything else, than, as Mill says, a dozen runners can each 
outrun all the rest, or a hundred trees can all overtop one 
another; to suppose that all things could rise relatively to each 
other would be to realise Pat’s idea of society, where every man 
is as good as his neighbour, and a great deal better too. 

On the Error of the Expression Intrinsic Value. 

6, We must now say something about an expression which 
has been the source of enormous confusion in Economics, and 
has especially obscured the Theory of Credit. 

All ancient writers kept their minds firmly fixed on the thing 
which anything could be exchanged for as its Value ; or some- 
thing external to itself : and we have not found in them any trace 
of such a confusion of ideas as the expression Intnnsic Value, 
But their writings on the subject seem to have been totally for- 
gotten. In modern times when men began to consider the sub- 
ject of Wealth, gold and silver were long held to be the only 
species of Wealth, because they outlasted everything else, which 
wasted away while they remained. When men began to see the 
absurdity of comidering specie to be the only Wealth, they 
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looked to some quality of tke thing itself, as constituting a ^ing 
Wealth, and then they began to speak of Intrinsic Vahid Bo 
long ago as 1696, an able writer, Barbon, pointed out the con- 
fusion which had arisen from mistaking the absolute qualities of 
a thing for the thing it would exchange for. He says — 

There is nothing that troubles this controversy more than 
for want of distinguishing between Value and Virtue. 

“ Talue is only the Price of things ; that can never be certain, 
because it must be there at all times, and in all places, of the 
same Value ; therefore nothing can have an Inteinsic Value. 

But things have an intrinsic virtue in themselves, which in 
all places have the same virtue : as the loadstone to attract iron, 
and the several qualities that belong to herbs, and drugs,* some 
purgative, some diuretical, &c. But these things, though they 
may have great virtue may be of small value^ or no price, ac- 
cording to the place where they are plenty or scarce, as the red 
nettle, though it be of excellent virtue to stop bleeding, yet here 
it is a weed of no value from its plenty. And so a, re spices and 
drugs in their own native soil of no value, but as common shrubs 
or weeds, but with us of great value, and yet in both j)laces of 
the same excellent intrinsic virtue.” 

Again — For things have no value in themselves : it is 
opinion and fashion brings them into use and gives them a value.” 

Barbon thus puts his finger on the very thing which is the 
bane oT Economics at this very day, the expression Intnnsic 
Value^ which is confounding an intrinsic quality with an external 
relation. 

When men in modern times began to see the absurdity of 
restricting the term Wealth to gold and silver, they first extended 
it to mean the annual products of the earth which are useful to 
men. Thus Cantillon says — “ The earth is the source or matter 
from whence all riches are produced.” The Physiocrates defined 
Wealth to be all the material products of the earth which are 
brought into commerce. Smith began his work by saying that 
the real wealth of a country is the annual produce of land and 
labour ” but in the course of it he enumerates the abilities of men 
m fixed Capital and Paper Credit as circulating Capital, 

Economists then confined their attention ^lely to things of 
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ValTO, tlie produce o£ . Labour, includiog no doubt tbe^ principle 
of e::^liangeability as appertaining to Wealtb, but only as a second- 
ary and subordinate one, not as the sole and exclusive one, as it 
was by ancient writers. Then they began to consider that things 
would exchange in proportion to the Labour employed in pro- 
ducing them. Thus the Value of a thing was considered to 
depend on the quantity of Labour employed to produce it. Thus 
the Qucmtity of Labour embodied as it were in the thing came to 
be counted as its Value ; and Value thus came to be called In- 
trinsic. This unhappy phrase Intrinsic Value meets us at every 
turn in modern Economics ; and yet the slightest reflection will 
shew that to define Value to be something External^ and then to 
be ODBstantly speaking of Int7%nsiG Value^ are utterly self-con- 
tradictory and inconsistent ideas. 

Thus over and over again it is repeated in Economical works 
that Money has Intrinsic Value, but that a Bank Note, or a Bill 
of Exchange is only the Bep^^esentative of Value. 

Money no doubt is the produce of Labour; but, as Smith 
observes, if it would exchange for nothing it -would have no 
Value. So that after all Smith comes to exchangeability as the 
principle of Value. How then can its Value be Litrinsicl 
How can anything have Intrinsic Value, unless it has the things 
it will exchange for inside itself? Money will exchange for any- 
thing, corn, houses, lands, horses, carriages, books, etc., and each 
of these is the Value of the Money with respect to that com- 
moditjq but which of these is its IntHnsic Value ? 

It is quite clear that Money has not Intrinsic but General 
Value, because it is generally exchangeable throughout the 
country. But place it among a race of savages, and where would 
its Value be ? 

Persons throughout a country will always be ready to give 
things in exchange for the Money of the country, hence Money 
has General and Permanent Value, but manifestly not Intrinsic 
Value. 

All Economists admit that a Bank Note payable on demand is 
of the Value of Money. And why is it so ? Simply because it 
Is exchangeable for Money. A Bill of Exchange on a solvent 
merchant has Vakie, simply because at a certain time, it win be 
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exclianged for Money. Hence it is clear that Bank Note^nd 
Bills of Exchange have Value for precisely the same reason that 
Money has, and no other, viz. that they are exchangeable for 
something else. When Money can be exchanged it has Value ; 
when it cannot be exchanged it has no Value ; when a Bill or 
Note can be exchanged it has Value ; when it cannot be ex- 
changed it has no Value. 

Hence we see that the Value of Money and Credit of all kinds 
is essentially of the same nature, though there may be different 
degrees of it, A piece of Credit by the unanimous doctrine of 
all Lawyers, all Economists, and all Merchants, is an article of 
merchandise, and an exchangeable commodity, just as much as 
Money or any other goods. 

The expression Intrinsic Value is so common that persons are 
apt to overlook its incongruity of idea ; but if we use words of 
similar import whose meaning has not been so corrupted, the 
absurdity will be at once apparent. Thus who ever heard of an 
Intrinsic Distance^ or an Intrinsic Ratio ? The absurdity of these 
phrases is apparent at once : but they are not more absurd than 
Intrinsic Value. To say that Money because it is material, and the 
produce of land and labour has Intrinsic Value, and that a Bill 
or Note is only the Representative of Value, is as absurd as to 
say that a wooden yard measure is Intrinsic Distance, and that 
the space between two points one yard apart is the Representative 
of Distance. 

Other writers indeed consider the Value of a thing to be the 
quality which makes it desired ; but this also is an error. The 
Value of a thing is any other thing for which it can be exchanged. 
Economics has nothing to do with the agreeable or useful quali- 
ties of things, but only with their external relations to other 
things : and it must always be remembered that Economics is a 
pure science of Ratios. 

On the Distinction between Depreciation and 
Diminution in Value, 

7. We must now observe the difference between two expres- 
dons, which, though often used indiscriminately*, are essentially 
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distinct, viz. Diminution in Value and Depreciation, An Altera- 
Value of any commodity means tibat tlie quantity of it 
wbicli was considered as an equivalent for a certain amount of 
some other commodity with which it is compared, has undergone 
a change. Depreciation means that it is not really of the Value 
it professes to be. Alteration in Value of a commodity is always 
used in reference to some other commodity with which it is com- 
pared ; Depreciation in reference to itself. Thns if at any given 
time an ounce of gold will exchange for fifteen ounces of silver, 
and if owing to any great and sudden increase of the quantity of 
silver, while the quantity of gold remains the same, one ounce of 
gold becomes able to purchase twenty ounces of silver, then silver 
is said to have sustained a Diminution of Value with respect to 
gold ; or if, while silver remained the same, gold became very 
scarce, so that one ounce of gold would purchase twenty ounces 
of silver, then gold would be said to have risen in Value with 
respect to silver. But if a Bank Note which professes to be of 
the Value of five sovereigns, will only purchase four sovereigns, 
it is Depreciated ; or if a guinea which professes to contain a 
certain fixed weight of pure gold, does not contain that amount, 
it is Depreciated, The expression Diminution in Value is applied 
both to commodities and Money : the word Depreciation is more 
usually applied to Money : when an analogous change takes place 
in commodities it is usually called Deterioration, 

These distinctions are very necessary to be observed in all 
discussions regarding the Value of Coins which retain the same 
name during a long series of ages. The pound of money in the 
days of William the Conqueror really meant a pound weight of 
silver bullion; and silver was the only Money. Since then, 
silver has greatly increased in quantity, and other things are used 
as Money, which have greatly tended to diminish its Value. It 
is said, though of course all such statements are extremely diffi- 
cult to verify, that silver has fallen to a twelfth of its Value in 
those times. Not only has the Value of the metal greatly dimin- 
ished^ but also the Coinage is greatly deteriorated. The shilling 
was originally the 20th part of a pound weight of silver ; it is 
now only the 62nd part. Hence it is said that a shilling will 
only command tjl^e 66th part of what it formerly would. But as 
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great changes baTe taken place in everything else as wellj it 
would be difficult to prove this. / 

These causes affecting' the Value of 'Coins which retain their 
names through long periods, may act in the same or opposite 
directions. It is quite easy to imagine tliat a Coin, tlioogh 
greatly deteriorated, or diminished from its original weight, may 
in consequence of the increased Value of the material of* which it 
is composed, be able to purchase as much as it would have done 
originally. It is sometimes alleged that this happened at Home, 
Tiie first Coinage of Rome was copper, and this metal was found 
in great abundance for some time after the foundation of the city. 
The first measure of Value was the as, which 'was a pound 
weight of copper. The as was subsequently reduced to the 
twelfth part of its weight, and some writers say that in conse- 
quence of the great scarcity of the metal, it had increased so much 
in value, that the deteriorated Coinage would purchase as much as 
the full pound would originally. This may be so, or not, but it in 
no way affects the argument. It might very possibly have been so. 

These considerations greatly affect the public m the matter of 
, Public Debts. The State agrees at a particular time, to pay a 
fixed quantity of Bullion, either for ever or for a long period to 
the Public Creditors. Now even supposing all other things to 
remain the same, the Value of the Money may vary greatly 
during long periods, either from the increased scarcity, or the in- 
creased abundance of the metal : and either the State or its 
Creditors may be grievously affected by these changes. 

On the Oeiuin, Sofece, or Cause of Value. 

8. W e have seen that there are three species of Economic 
Quantities, each containing many varieties, wffiich have Value. 
We have seen that the Value of any Quantity is any other 
Quantity for which it can be exchanged. We now come to the 
second branch of our inquiry— What is the Cause, or Soubce, of 
Value, and whence does it originate? 

Now when we are to search for the Cause, or Source of Value 
it may be as well to understand what it is we are searching for. 
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There is a very great number of things of seYeral different 
natures which all have Yalue : we must manifestl}^ searcli foil 
some singlii cause which is common to them all : which being 
present, Value is present : which when it increases, Value increases : 
which when it decreases, Value decreases : and which being absent, 
Value is absent. 

Now as we have defined the Value of a thing to be any other 
Quantity for which it is exchanged, it is evident that there must 
be at least tioo parties to Economic Value. And as Exchanges 
are voluntary, each of the two parties must have some product, 
and each must desire, or be in want of the product of the other. 
Hence reciprocal Demand is the cause of Value. Aristotle said 
long ago that it is Demand which binds society together. 

Here it is quite clear that we have got the true Source, or 
Origin, or Cause of Value. It is Demand. Value is not a 
quality of an object, but an affection of the mind. The solo Origin, 
Source, or Cause of Value is Human Desire. When there is a 
Demand for things they have Value : when the Demand increases 
(the Supply Being supposed the same), the Value increases : 
when the Demand decreases, the Value decreases : and when the 
Demand altogether ceases, the Value is altogether gone. 

The wdiole body of ancient writers made Demand the sole 
Origin of Value : and they shewed that Deniand or Value is the 
inducement to Labour— Eo irnpendi laborem ac periculum 
«... magna prsemia proponantur.” 

In modern times, Boisguiliebert saw this very clearly ; he 
says — ‘‘ Consommation f Demand) is the principle of all Wealth ” 
— All the revenues, or rather all the riches of the world both of 
a prince and his subjects only consist in Consommation {De- 
mand) : all the most exquisite fruits of the earth, and the most; 
precious products would be nothing but rubbish if they ’were 
not Consommes {Demanded)^ 

So Hume says — Our passions (desires or Demand) are the 
only causes of Labour.” 

The Italian Economists are very clear and consistent in 
shewing that human wants or desires are the cause of all Value. 
Genovesi shews that the words used indiscrlminatei}', Prezzo, 
Stima^ Valuta.^ Vg^lore^ are words of relation, and not absolute, and 
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that; they are not applied to intrinsic qualities. That though 
Money is the apparent or proximate measure, the ultimate measure 
to which not only things, but their price, is referred is roan him- 
self. Nothing has Yalue where there are no men, and the very 
things which have a low price where men are few, have a very 
high price where there are many people. 

“ Men however do not give Yalue to things or services, 
unless they want them. Hence our wants are the first source of 
the Yalue of all things, and Price is the power to satisfy our 
wants.’’ He says that the wants of men are the first source of 
the Yalue of everything, and of all Labour ; and that Value m 
the child of Demand, 

So Beccaria says — ‘‘ Yalue is a substance which measures the 
estimation in which men hold things.” 

Condillac is also very clear on this point — “ This esteem is 
what is called Yalue.” — Since the Yalue of things is founded on 
the want of them, or the Demand, it is natural that a want 
more strongly felt gives things a greater value : and a want less 
felt gives them less Yalue. The Yalue of things increases with 
their scarcity, and decreases with their abundance. It may 
even, on account of this abundance, decrease to nothing. A 
superfluity, for example, will be without Yalue whenever we 
can make no use of it.” 

The Physiocrates, or first school of Economists, made all 
Yalue proceed or arise from Demand : and they shewed that 
things which remain without Demand {Consommation) are with- 
out Yalue. 

Anything has Yalue when it is Exchangeable ; when it is not 
Exchangeable it has no Yalue. It is often supposed that Smith 
proved that Labour is the source of all Value and of all Wealth. 
But Smith’s doctrines are quite contradictory on this subject, as 
we have fally pointed out m owe Frincijyles of Economical 
Philosophy j and Theory and Practice of Banking, and Smith 
himself says that if a guinea would exchange for nothing it 
would have no Yalue. It is well known that a considerable 
number of writers have asserted that Labour is the Cause of all 
Value. But any one who reflects on this assertion must see its 
utter fallacy. The sim]>le observation that however much a 
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person may labour on producing a tbingy if no one will buy it, 
it no Value, must at once shew tbe fallacy of it. MoreoTer 
there are abundance of things which have Value upon which 
no Labour was ever bestowed. 

It is this doctrine that Labour is the Cause of all Value, 
and that all Wealth is produced from the earth, which has done 
so much to obscure and confuse the Theory of Credit. Whereas 
when we consider Exchakoeability as the sole essence and 
principle of Value, the whole subject becomes perfectly clear 
and simple. A Bank Note or a Bill of Exchange has Value 
because it can be exchanged for Money ; and Money has Value 
solely because it can be exchanged for other things. An order 
or note of hand,” says Mill, “ or bill payable at sight for an ounce 
of gold, while the credit of the giver is unimpaired, is worth 
neither more nor less than the gold itself,” i.e. of exactly the 
same Value as gold. And it is for this reason that Juea, Eights, 
are termed Wealth in Eoman Law. They are Fecunia^ Res^ 
Bona^ MerXj because they can be bought and sold. And it is 
the commerce in this species of Merchandise which is the subject- 
matter of this work. 

On the Gbneeal Law of Value : or the General 
Equation of Economics. 

9. Having in the preceding sections given the Definition of 
Value, and found that its Form or Cause resides exclusively in 
rhe Human Mind, the last branch of our inquiry is to determine 
the General Law of Value : or the General Equation of Eco- 
nomics : that is to discover a single General Law which governs 
tbe exchangeable relations of all Quantities, whatever their 
nature, at all times, and under all circumstances. 

The acknowledged principles of Inductive Science shew us 
that there can be but one General Law of Value. We have 
seen in the preceding chapter that there are three distinct species 
of Economic Quantities, and we have generalised the funda- 
mental Conceptions of the science so as to grasp all these 
Quantities. Now these three species of Quantities can be ex- 


m 


fm ELIMEOTS OF BAl*JKTNO. 


changed in Six diiferent ways. Our present object is to inwesti« 
gate a General Equation wMch shall be applicable to all th4 Six 
species of exchanges indifferently. The Law which governs the 
exchangeable relations of material products, must equally govern 
the exchangeable relations of Debts. 

Suppose we make £ the general symbol of an Economic 
Quantity — ^that is to say anything whatever whose Value may 
be measured : and representing these various species of Quantities 
under the general symbol £, we may affirm that there can be 
but one Cause of Value for them all ; which we have shewn to 
be Demand : and there can be but one General Leiw which 
governs their exchangeable relations. 

Now let A and B be any two Economic Quantities oT any 
form whatever, then supposing that A remains the same while B 
varies with respect to A — then B or the value of A,^ will vary 
from causes : — 

It will Increase — 

1. From a Diminution in Quantity, 

2. From an Increase of Demand, 

It would — * 


1. From an Increase of Quantity , 

2. From a Diminution^f Demand. 

. Now as the variations of Value of the other Quantity are 


influenced by exactly the same four causes, it is quite clear that 
the variations of both Quantities will be influenced by eight inde- 
pendent causes: and if these be connected in the form of an Alge- 
braical Equation, that will manifestly be the true General 
Equation of Economics. 


The above is the full expression of what is commonly called 
the Law of Supply and Demand. It means this that no change 
can take place In the Exchangeable relations of any two Eco- 
nomic Quantities unless there is some change in the Intensity of 
Demand or the Limitation of Supply, of one, or both of tlie two 


Quantities. 
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CHAPTEB IIL 

ON THE COINAGE. 

1, ^N the -first chapter we explained the circumstances which 
gave rise to the use of Money, and showed that many substances 
have been used to fulfil that function. But a metal of some sort 
has been found to possess the greatest advantages : and of these, 
gold, silver, and copper have been chiefiy preferred. 

Gold and silver, however, in a perfectly pure state are too 
soft to be used for this purpose, and it is necessary to mix some 
other metal -with them to harden them, which is called alloy. By 
a chemical law, whenever two metals are mixed together, the 
compound is harder than either of therif in a pure state. 

Gold and silver in the mass are called Bullion, and as the 
laws of all countries in which bullion is coined into money define 
the quantity of alloy to be mixed with the pure metal, we shall 
use the word Bullion to mean gold or silver in the mass, mixed 
with such a proportion of alloy as is ordered by law, so as to be 
fit to be coined. 

Some nations have used Bullion as money ; but the mer- 
chants of these nations were obliged to carry abou-|r with them 
scales and weights, to weigh out the Bullion on each occasion. 

Other nations adopt a more convenient practice. They 
divide the bullion into pieces of a certain definite weight, and 
affix some public stamp upon it to certify to the public that these 
pieces are of a certain weight and fineness, and they give them 
certain names by which they are commonly known. These 
pieces of bullion, with a public stamp upon them to certify their 
weight and fineness, and called by a publicly recognised name, | 
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and intended to be used for the purposes of commerce without 
further examination are called Coins. . 

This stamp, or certificate, ^of co-arse, in no way affects the 
Yaliie of the metal, or the quantity of things it will exchange for. 
Its only object is to sa¥e the trouble of weighing and assaying 
the bullion in commercial transactions. Nor can the Name of 
the Coin in any way affect its Value, Talues, it is true, are 
estimated in the number of these pieces of bullion, or coins : but 
it is necessarily implied in the bargain that these coins contain a 
certain definite quantity of bullion. 

It is also perfectly evident that if this process of stamping 
BuIlioBj and so turning it into Coin, is done free of all expense, 
at the will of any one who chooses to present hullidn and 
demand to have it stamped, and also without any delay, the 
value of the metal as bullion must be exactly the same as the 
value of the metal as Coin. 

If, however, a charge is made for the workmanship, or if any 
tax is levied on changing tbe metal from one form into another, 
or if a delay takes place in doing so, there will he a difference 
between the value of the metal as bullion and as coin, and this 
difference will manifestly be the charge for the workmanship, the 
amount of the tax, and the amount of interest accruing during 
the period of delay. 

These however are all fixed, or constant, quantities, which 
may be ascertained, and they form the limits of the variation of 
the metal in one form from its value in the other. 

In the following remarks we shall assume that there is no 
charge for the workmanship, no tax upon it, and no delay in 
doing it, no obstruction, in short, of any sort to changing the 
metal from one form into the other. 

Upon these assumptions, then, we have this fundamental 
principle of the Coinage — 

Am/ quantity of Metal in the foim of Bullion must he of 
exactly the same Value as the same quantity of Metal in the form 
of Coin, 

In the case of the coinage of England no charge of any sort 
is made for coining Gold Bullion ; but as a considerable delay 
may take place before any one who brings Bullion to the Mint 
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can liave' it coined, tBe 7 and 8 ' Yict. (1844)'-c, 32, :§ 4; enacts, 
that every person may take bullion of tbe standard fineness to 
the Bank of England, and that the Bank shall be obliged to give 
him Notes to the amount of ^3 175. 9d, for every ounce of such 
Standard Bullion, And as the holder of Bank Notes may demand 
legal coin for them at the rate of 5^3 175. 10-|d^. per ounce : there 
is thus practically a difference of l^J. per ounce between Gold 
Bullion and Gold Coin. 

On the Meaning of the Mint Price and Market Price oj 
Gold and Silver. 

2. As the very purpose of coining is to certify that the pieces 
of Bullion are of a certain definite weight and fineness, it is 
evident that a fixed quantity of bullion, as a pound weight, must 
be divided into a fixed number of Coins. 

The nmnher of Coins into which a given quantity of Bullion is 
divided, is called the Mint Price of that quantity of Bullion. 

It is perfectly clear then that the Mint Price of Bullion is a 
fixed quantity ; it can by no possibility vary until the same 
quantity of bullion is coined into a different number of Coins. 

To alter the Mint Price of Bullion, is merely an expression 
which means an alteration in the standard weight of the Coinage. 

To suppose that the Mint Price of Bullion could vary is 
manifestly as great an error as to suppose that a hundredweight 
of sugar can be a different weight from 112 separate pounds’ 
weight of sugar: or that any quantity of wine in a hogshead 
could differ in quantity from the same quantity of wine in 
bottles : or that a loaf of bread could alter its weight by being 
cut up into slices. 

Until recent times, when more attention has been paid to the 
state of the Coinage, these Coins might circulate for a consider- 
able time in a country, and lose a good deal of their weight, 
without losing their Value. People were so accustomed to attach 
a certain Value to the sight of a particular Coin, that unless 
they were money dealers they did not stop, to inquire too 
curiously whether it was exactly of the proper weight or not. 
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In fact when a coinage has been some time in nse, few people 
know what the legal weight of the Goins is. Many for instance 
do not associate the idea of a pound with any particular weight 
of bullion ; and thus in exchange for commodities and services, 
Coins may pass at their nominal value for a considerable time 
after they have lost much of their legal weight. Thus Shake- 
speare says— - 

^Tween man and mp«n, they weigh not every stamp, 

Though light, take pieces for the figure’s sake.” 

When Coin has been for some time in circulation, it must 
necessarily lose a good deal of its weight from the wear and tear 
of circulation, even if it be not subjected to any bad practices, 
such as clipping, which used to be done to a great extent in this 
country before the practice of milling the edges was adopted. In 
1816, when the last great reformation of the Coinage took place 
in England, the greater part of it was nothing but a thin wafer of 
silver, from which all traces of an impression had long since 
varnished; and it was reduced to scarcely more than half its 
legal weight. 

Though Coins may circulate in a country for some time after 
they have lost a good deal of their weight, without any percepti- 
ble change in their value with respect to ordinary commerce, 
when they are given in exchange for bullion the case is diiferent. 
As the value of bullion is measured weight for weight with the 
Coins, it is clear that if the Coins have lost weight, a greater 
numher of them must be given to purchase any amount of 
bullion than if they were of full weight. Thus if the Mint 
Price of silver bullion be 5s. 2d, 'per ounce; or if that quantity of 
silver bullion is cut into that number of Coins, then if the Coins 
have lost their weight from any cause, it is clear that more than 
5s. 2d* must be given to purchase an ounce of bullion. It may 
require perhaps 6s, or even more to buy an ounce of bullion. 

The quantity of Coin at its full legal weight which is equal to 
a given weight of Bullion is called the Mint Price of that quantity 
of Bullion ; but the quantity of the current Coin which is equal 
feo it in weight is called the Market Price ; and as, if the Coins 
are diminished in weight, more of them must be given thnn if 
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tliej are of fiill weight, the Market Price will apparently be 
higher than the Mint Price, and this is called a Ilise of the 
Market Price of Bullion above the Mint Price. 

The meaning of this is that the current Coins are deficient in 
their legal weight. If the Market Price of silver be Bs.an ounce; 
it means that six shillings contain only as much silver as 5s. 2d 
ought to do, or that the Current Coins want one-sixth of their 
legal vveight. Thus it is perfectly clear that the rise of the 
j Market Price is due to the Depreciation of the Coinage. 

Hence we have this fundamental law of* the Coinage — 

When the Market Price of Bullion rises above the Mint ] 
Price^ the excess is the proof and the measure of the Depreciation ; 
of the Coinage. 

The Market Price of Bullion could never fall below the 
Mint Price, unless there was more Bullion in the Coins than 
there ought to be ; which of course would never be the case. 

’ If such a case could happen the fall in the Market Price below , 

the Mint Price would be the proof and the measure of the excess 
I of the Coins above their legal weight. 

] 3* If the Coinage of a country fall into a degraded state from 

’ long wear and tear, or other causes, and a new Coinage of full 

j weight be issued, and allowed to circulate along with it, one of 

. two effects must inevitably follow. Either those persons who 
have commodities to sell will make a difference in the nominal 
I prices of articles, according as they are paid in full weighted, or 

I degraded, Coin ; that is the depreciated Coin will be at a discount 

I as compared with the full weighted Coin ; or if there be a law to 

prevent this, and to make both pass at the same value, bullion 
dealers will immediately collect all the full weighted Coins they 
can, and melt them down into bullion, or export them : so that 
the new Coinage will quickly disappear from circulation. 

These considerations lead us to a fundamental and universal 
law in Economics, which has been found to be true in all 
countries and ages — That bad money drives out good money from 
circulation or as it is expressed in an old pamphlet — 

“ When two sorts of coin are current in the same nation of 
like value by denomination^ but not intrinsically^ that which hm 
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the least value will he current^ and the other as much m possihk 
will he hoarded ’’ or exported we may add. 

The fact of the disappearance of good Coin in tin* presence of 
bad Coin was noticed by Aristophanes, and was long the puzzle 
of financiers and statesmen, who continued to issue good Coin 
from the Mint while the old and degraded Coin was allowed to 
circulate, and they were greatly perplexed by its immediate dis- 
appearance, till Sir Thomas Gresham explained the cause, whence 
we have called it Gresham’s Law of the Currency. We shall 
shortly see another instance of its importance. 

It is also from the same principle that a Paper Currency is 
invariably found to expel a Metallic Currency of the same de- 
nomination from circulation. And to shew the generality of the 
principle, it was found in America that when a depreciated 
Paper Currency had driven Coin out of circulation, and a still 
more depreciated Paper Currency was issued, the more depreci- 
ated Paper drove out the less depreciated from circulation. 

It may be worth while to notice an error which is by no 
means unfrequent. Some wiiters contend against the price 
of gold as it is called. It is now acknowledged to be a great 
Economical error to attempt to fix the price of any articles. 
Some writers contend that it is an equal error to fix the price of 
gold. But those who do so overlook a very important consider- 
ation. The word Price ” except in the single instance “ Mint 
Price ” always denotes the quantity of one article, which is used 
as a measure which is given for another article of a dij^erent 
nature. Thus we say that the price of a bushel of wheat is Ga., 
when the silver, the substance of wbioh shillings are composed, is 
of a different nature from the wheat. But in the expression 
“ Mint Price of Bullion,” it always means the value of Bullion 
expressed in Coin of the same metal. The Mint Price of Gold 
Bullion means its price expressed in Gold Coin : the Mint Price 
of Silver Bullion means its price expressed in Silver Coin. 

So long, therefore, as the Coins retain their full legal weight, 
the Market Price of Bullion can by no possibility vary from its 
Mint Price. If the law requires an ounce of gold to be coined 
into SZ. 17s. so long as the Coins retain their full legal 

weight, it can make no difference in the Market Price whether 
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goM becomes as plentiM as iron, or as scarce' as diamonds 
the Money always continnes at the same weight whatever be the 
abundance or the scarcity of the metal. The value of gold may 
vary with respect to other things ; it may purchase more or less 
bread, or meat, or clothes, or anything else at one time than at 
another : but it is absolutely impossible that its value in Bullion 
can differ from its value in Coin. To suppose that it could, 
would be as irrational as to suppose that because bread became 
very abundant or very scarce, a loaf of bread could differ from 
itself in Weight when cut up into slices, or a cask of Wine differ 
from itself when drawn off into bottles. 

The Mint Price of Gold, therefore, is nothing more than a 
public? declaration of the weight of metal which the law requires 
to be in the Coin, which accidental circumstances have caused to 
be considered as the legal measure of value in this country : and 
an alteration of the Mint Price of Gold, would be simply an 
alteration in the standard weight of the Coin : and would be the 
same thing in principle as an alteration of the standard yard 
measure. Those persons who ridicule the idea of having the 
Mint Price of gold fixed, should, to be consistent, also ridicule 
the idea of having the standard yard measure fixed. Those who 
wish to let the Mint Price follow the Market Price should also 
contend that every tradesman should have his yard measure of 
as many inches as he pleases : because when the Market Price of 
gold rises above the Mint Price, it is precisely analogous to cut- 
ting so many inches off the yard. This fraudulent curtailment 
of the measure of value has never been done since Parliament 
has been the chief power in the Legislature. But it was con- 
stantly done in former times when the CroAvn was more despotic 
than it is now. The Pound at the present day is curtailed oi 
two thirds of what it was in the time of William the Conqueror. 

What is a Pound ? 

4. We must now explain how a certain weight of Gold 
Bullion has come in modern times to be called a Pound. 

The original .measure of value in France, England, and 
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Scotland, was the pound weight of silver bullion. No coin 
however of this actnal weight was ever struck. But the pound 
weight of silver bullion was cut into 240 pieces called pence. 
Twelve of these pence were called a shilling or solidus ; and 
therefore 20 shillings, or solidi, made a Pound. These 240 
pence actually weighed a pound of bullion. 

Now let us denote the pound weight of metal in the form of 
bullion by the symbol — lb., and the pound weight of metal in the 
form of Coin by the symbol — £. Then we have — - 

240 pence = 20 shillings = = lib. 

Now it is perfectly clear that if the pound weight of bullion 
were divided into a greater number of pieces than 240, that 
greater number would still be equal to the pound weight ; and if 
we denoted by the symbol, 240 pieces or pence, irrespective of 
their weight, we should have the 11b. equal to -f the number 
of pieces above 240. 

Now this is what has been done in the Coinages of all the 
three countries above mentioned. The Sovereigns of these 
countries were frequently in want of money to pursue their 
various extravagances ; and as they could not make more money^ 
they adopted the fraudulent and surreptitious plan of cutting the 
pound weight of bullion into a greater number of pieces, but they 
still called them by the same name. By this means they gained 
an illusory augmentation of wealth. As they could not multiply 
the quantity of the metal, they at various periods falsified the 
certificate. While they still called their Coins by the same name, 
they diminished the quantity of bullion in them : and so coined 
more than the original number of pence out of a pound weight 
of bullion. 

The consequence of this was very manifest. As 240 pence 
were still called a pound, or in money, whatever their weight 
was, and as more than 240 pence were coined out of a pound 
weight of bullion, the £^ or pound of money in coin, began to 
vary from the lb., or pound weight of bullion, Edward L began 
this evil practice in 1300, when he coined 243 pence out of the 
pound weight of bullion. Subsequent Sovereigns followed the 
same evil example ; and this falsification of 4h.e certificate in- 
csreased till in the time of Elizabeth no less than 744 pence* or 
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62 shillings, were coined out of the pound weight ot bullion, 
Then we have manifestly — 

744 pence = 62 shillings s= £3 2s. s= 1 lb. 

As there are 12 ounces in the pound weight of bullion it is 
seen that each ounce was coined into 62 pence, and hence as the 
value of bullion is measured by the ounce, the Mint Price of 
silver was said to be 5s. 2d, the ounce. 

Afterwards gold ‘was coined as money concurrently with 
silver ; and gold pieces were struck and made to pass current as 
nearly as could be done at the. value corresponding to the market 
value of gold and silver. Thus there was for a considerable time 
a double standard. In the reign of Charles IL, the African 
Com|)any brought home a large quantity of gold from the Guinea 
coast. He had it coined into pieces called guineas, which were 
intended to represent the or twenty shillings in silver. But 
the Mint rating did not agree with the relative value of gold and 
silver in the market of the world, and consequently the value of 
the guineas in the market never corresponded with their value as 
rated by the Mint. In 1717 Sir Isaac Newton the Master of the 
Mint reported to Parliament that the true value of the guinea 
according to the relative market value of gold and silver at that 
time was 20s. 3d. A Eoyal proclamation however was issued 
declaring them to be current at 215, ; and then in the language 
of the Mint the price of gold was fixed at 3/. 17s. an ounce. 

Gold and silver coin were then made unlimited legal tender 
for debts of any amount. But as gold was overrated by 4:d. 
in the and silver was underrated by 4zd, in the Gresham’s 
Law acted, and in the course of the century, merchants universally 
adopted- the custom of paying their debts in gold as the cheapest 
medium, and the silver coinage was exported, as being depressed 
below its true value in this country. Gold therefore gradually 
became to be considered as the measure of value in England. 

In 1816 this custom was adopted as law, and gold was de- 
clared to be the only legal measure of value ; and the Pound, the 
legal tender, or measure of value, became the equivalent in gold 
of 205. in silver. 

Forty pounds jveight of standard gold bullion by the regular 
ti 0 !is of the English mint are cut into 1,869 Pounds or Sovereigns 
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or the 1 lb. weight of bullion is cut into 46iJ. 14s. 6d. : or as the 
value of gold is estimated by the ounce, the Mint Price of gold is 
fixed at 31 17s. lO^d. per ovmci, and, as long as the Coins are or- 
dered to be coined of the same weight, the Mint Price cannot vary. 

The legal weight of a Sovereign or Pound, is 5 d wts. grns. 

containing grns. of fine gold. Sovereigns which fall 

below 5 dwts. 2|- grns. ; and half Sovereigns of less that 2 dwts, 
13^ grns. cease to be legal tender. 

In former times Gold and Silver money were equally legal 
tender to any amount: and their relative values were fixed by 
Law: but Gold and Silver vary in their value with respect to 
each other in the market of the world : and consequently even 
though they may be rated truly at one time by the Mintj^yet in 
course of time their value according to the Mint regulations is 
sure to get out of adjustment with their value in the open 
market ; and by Gresham’s law, the one that is underrated with 
respect to the other disappears from circulation, and gives rise to 
great inconvenience. Locke, therefore, in 1694, pointed out that 
a nation should adopt only one metal as the legal measure of 
value, and make any other that may be used subsidiary. This 
principle was adopted as Law in 1816 ; gold coin was declared 
the only legal tender to an unlimited amount, and the silver and 
copper coins were intended only as small change for the Gold 
Coin. The coinage of Gold is free to the public ; but the 
coinage of silver and bronze is retained by the Government, In 
order to prevent the effect of. Gresham’s Law, the value of the 
silver coin is artificially raised. Instead of 62 shillings being 
coined out of the pound weight of silver as before 1816, 66 shil- 
lings are now coined out of it: but 4 of these are kept back for 
the expenses of coinage. The Sovereign however is declared to 
be of the value of twenty of these shillings, which are thus arti- 
ficially increased in value about 6 per cent. In order to prevent 
injustice being done, Silver Coins are not legal tender for any 
sum above 40,?. it having been intended to make the double 
Sovereign the Monetary Unit. 

The Bronze coins are only worth about one fourth of their 
nominal value ; and pence and half pence sire only legal tender 
to the amount of one shilling, and farthings toHihe amoimt of 
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CHAPTER lY. 

THE THEORY OF CREDIT. 

1, * A long series of illustrious Lawyers whose doctrines were 
declared to be Law by tbe legislation of Justinian, had brought 
the Theory of Credit to a state of perfection at the beginning of 
the sixth century. These were adopted and confirmed in the 
Reformed Code, called the Basilica, promulgated by the Ba- 
silian Dynasty in the tenth century, which was the Code of the 
Byzantine Empire and of all Europe, except England. The 
Romans abandoned Britain at the end of the fifth century ; and 
the Common Law of England on the subject of Credit was exactly 
as it stands in Gains, which was the text-book of Roman Law 
throughout the Empire at the time when the Romans gave up 
Britain. But on the 1st November, 1875, the Common Law of 
England relating to Credit was superseded by Equity, which is 
simply the Law of the Pandects of Justinian. 

The stupendous system of Credit and Banking which exists 
in this and some other countries is merely the practical exempli- 
fication of the principles of Credit which were worked out by the 
Roman Lawyers 1 ,300 years ago. But it is somewhat remark- 
able that while these doctrines may be found in any of the great 
continental Jurists, they have never yet found their way into any 
legal work in this country in common use. This chapter is 
therefore devoted to explaining the complete Theory of Credit, 
as developed in the Pandects of Justinian, and all the great 
Civilians, and which has now at length become the Law of 
England. 

2. We shall consider the subject in the following order — 
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1, InveBtigation of tlie Nature of Credit. 

2, On the Transfer of Credit or Debts. 

S, On Instruments of Credit or Debt. 

4. On the Limits and Extinction of Credit. 

The investigation of the subject, moreover, opens up another 
most interesting branch of enquiry. For considerably more than 
a century Mathematicians have been in the habit of calling Debts 
“ Negative Quantities.” But very few have given any explanation 
of what they mean by calling a Debt a “ Negative Quantity,” and 
those who have attempted it have not succeeded, from a want of 
knowledge of the principles of Mercantile Law and the Facts of 
Commerce. We have shewn the real application of the alge- 
braical signs in the Theory of Credit. 

And when we have combined these three things together- — an 
exposition of the Facts of Commerce — an exposition of the Law 
of Ckedit, — and shewn the application of the Theory of Alge- 
braical Signs to these facts, we shall find a most beautiful exem- 
plification of the use of these signs, strictly conformable to their 
use in Natural Philosophy. We shall find that the Doctrines of 
Law, the Practice of Commercial Men, and the Theory of Alge- 
braical Signs perfectly agree with one another. And though we 
shall give nothing but a simple exposition of the mechanism of 
the actually existing system of Credit and Banking, we shall be 
able for the first time to bring Economic Theory to the level of 
Commercial Practice, and present results which may surprise our 
readers. 

Investigation of the Nature of Credit 
On the Definition of Credit 

3, We have seen that all modern Economists admit that 

human Abilities, Energy, Skill, and Character are Wealthy be- 
cause men can make a Profit by their employment. These Moral 
Qualities and Character may be used for the purpose of pur- 
chasing Merchandise with a Promise to pay instead of actual 
money: and when they are so they are in popular language 
termed Chedit. # 



DEFINITION OF CREDIT. 6S 

Thus Demosthenes says — ** There being two "kinds of Property^ 
Money and General Credit, onr greatest Property is Credit.” 

And also : — If you were ignorant of this, that Credit is the 
greatest Capital of ail towards the acquisition of Wealth, you 
would be utterly ignorant.” 

So Melon says — “ To the calculation of Values in Money there 
must be added the current Credit of the merchant, and his pos- 
sible Credit.” 

So also Dutot says — “ Since there has been regular commerce 
among men, those who have need of Money, have made Bills, or 
Promises to pay in Money. The first use of Credit therefore is 
to represent Money by Paper. This usage is very old : the first 
want of it gave rise to it. It multiplies specie considerably, it 
supplies it when it is wanting, and which would never be suffi- 
cient without this Credit : because there is not sufficient gold and 
silver to circulate all the products of nature and art. So there is 
in commerce a much larger amount in Bills, than there is specie 
in the possession of the merchants. 

A well-managed credit amounts to tenfold the funds of a 
merchant : and he gains as much by this credit as if he had ten 
times as much Money. This maxim is generally received 
among all merciiants. 

“ Credit is, therefore, the greatest Wealth to every man who 
carries on commerce,” 

Now though in popular language the merchant’s general 
Purchasing Power is called his Credit, yet it does not enter into 
Economics until he actually purchases something with it. 

When such a sale on Credit takes place the Property in the 
goods passes absolutely to the buyer as fully and completely as 
if the Price had been paid in Money, But at the very same 
instant that the Property in the goods passes to the buyer, there 
is a Contract, Nexum, or Oblioation, created between the buyer 
and the seller, which consists of two parts — > 

1. The Eight to demand payment, in the person of the seller. 

2. The Duty to pay, in the person of the buyer. 

These two Quantities consutute the Contract, or the Obliga- 
TioN, which is the bond of Law between these two persons. 

Tt may be necessary to observe that the word Obiigation is 
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very often used erroneoiiBly to mean only the Duty to pay. Bnt 
Von Savigny has clearly pointed out this error. The Obligation 
is the between the two parties: it includes the Right as 
well as the Duty : it is in fact synonymous with Contract. 

In this Contract, or Obligation, the Right to demand pay- 
ment residing in the person of the Creditor is termed Credit, 
Thus Credit is the Name of a kind of Incorporeal Property : 
it is the lowest form of an Annuity : it is an Annuity of one 
term : an Annuity in general is the Right to demand a series of 
payments : Credit is the to demand a single payment. 

Now this Right is Property : it may be bought and sold : and 
hence we see the force of Roman Law — “ Under the term Wealth 
. . . . Rights are included.” ^ 

Though therefore in popular language a merchant s Credit is 
often understood to mean the general estimation he is held in, 
and the power of purchasing goods with his Promise to pay in- 
stead of actual money, it must be understood that this Credit 
does not come within the science of Economics until he exercises 
this power, and actually buys some goods with his Promise to 
pay ; and when he does exercise this power, it is the Promise to 
pay, or the Eight of action which is created at the very instant 
of the transfer of the Property in the goods to him which in the 
language of Law, Commerce, and Economics is termed Credit. 

Thus a Credit in bank means a Eight of action against the 
bank for a sum of money : a Letter of Credit is a letter giving 
its holder a Eight to demand a sum of Money : Paper Credit 
means Eights of action recorded on paper, such as Bank Notes, 
Bills of Exchange, &c. 

It is sometimes supposed that the subject of Banking and 
Credit is peculiaidy mysterious and difficult of comprehension. 
But in reality the whole difficulty consists in grasping the con- 
ception that Credit, as an Economic Quantity, is a- species of 
Property, Merchandise, or Groods, or a Commodity exactly 
similar to a bale of cotton, a quarter of corn, a ton of coals, a 
horse, or a table, and may be bought and sold precisely like any 
other goods. Not only may Credit be exchanged against goods, 
but also one piece of Credit may be exchanged against another 
piece of Credit, just as one piece of goods ^ay be exchanged 


MlAJSflNa OF DEBT, 




against anotlier piece of goods :‘:aiid every person can make a 
catalogue of his Eights of action against every one else, precisely 
in the same way as he can make a catalogue of his other goods 
■'and ''chattds,'^'' ■ 

4, So far all is clear : but now comes the first ambiguity in 
the subject, which has given rise to much misconception. 

When an Obligation is created by the transfer of the Pro- 
perty in goods and money, the Right to demand payment is the 
Geemt, and strictly speaking the Duty to pay is the Debt. 

Here is the finst subtlety to be remarked. It is very often 
supposed that a Debt is Money owed by the Debtor : this how- 
ever is a great error. The Debt is never, under any circum- 
stances, the Money owed by the Debtor: it is the Pehsonal Duty 
to pay the Money. Thus Mr. Williams says — “ Every person 
who borrows Money on mortgage or not incurs a Debt, or Per- 
sonal Oblioation, to repay it out of whatever means he may 
possess.” ' 

Now this is a point of the greatest importance in the due 
understanding of the Theory of Credit, and has led to great error. 
The common and wide-spread fallacy that a Debt is Money owed 
by the Debtor, and belonging to the Creditor is expressly pro- 
vided against in Roman Law — “ The essence of an Obligation 
does not consist in this that it makes any specific goods our 
Propei'ty ; but that it binds some Person to give us something.” 

That is to say, that no particular money in the Debtor’s pos- 
session belongs to the Creditor, which he can seize upon : none 
is pledged to him : the Money continues the absolute Property 
of the Debtor, which he may spend or part with, until of his 
own free will he transfers the Property in it to the Creditor. 
But the Debt, or the Duty to pay, exists exactly as it was, no 
matter whether the Debtor has any Money to pay it with or not. 

The difference is clearly marked in Rojnan Law : if any one 
had in his possession any goods or chattels which were the Pro- 
perty of another person, that person had a Jus in re, or a Real 
Right : a Right to that very thing. If he had only an abstract 
Right to demand something from a person, he had only a Jus ad 
rem, which is a mere Personal Right : it was also called a Jus in 
personam, or a Right against the person. 
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This subtlety is so important to be understood that we shall 
give an extract from the distinguished Jurist, Pothier— “ The 
Right which this Obligation gives the Creditor of proceeding to 
obtain the payment of the thing, which the Debtor is obliged to 
give him, is not a Bight in the thing itself {Jus in re), it is only a 
Right against the person of the Debtor for the purpose of com- 
pelling him to give it {Jus ad retn). The thing which the 
Debtor is obliged to give, continues then to belong to him, and 
the Creditor cannot become the proprietor of it, except by the 
delivery, real or fictitious, wdiich is made to him by the Debtor 
in performance of his Obligation. 

And till this delivery is made, the Creditor has nothing- 
more than a Right of demanding the thing, and he has only that 
Right against the of the Debtor, who has contracted the 

Obligation, 

Hence it follows that if my Debtor, after contracting an 
Obligation to give a thing to me, transfers it upon a particular 
title to a third person, whether by sale or donation, I cannot 
demand it from the party who has so acquired it, but only from 
my Debtor .... The reason is, as the Obligation does not, 
according to our principle, give the Creditor any Right in the 
thing which is due to him, I have not any Right in the thing 
which was due to me, that I can pursue against the person in 
whose hands it may be found.” 

This distinction is perfectly plain, and of the highest im- 
portance in Economics: for if the Creditor had the Right to any 
specific money in the Debtor’s possession, that would be a dimi- 
nution of the Debtor’s property: he would have no right to part 
with, or sell it; and there would in fact only be one Economic 
Quantity in existence, i.e. the quantity of Money. But as a 
matter of fact the whole of the money remains the Debtor’s Pro- 
perty, which he can sell or exchange as he pleases : and also 
there is the Right or Property^ in the person of the Creditor, 
which he can also sell or exchange : and which may be sold ot 
exchanged any number of times like money till it is paid off and 
extinguished. Hence in this case there are two Economic 
Quantities in existence, which may each circulate in cominerct^ 
the time.; ^ 
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all diflicuities on the subject were cleared up. But unfortunately 
this is not the case : we have still more ambiguities to clear up^ 
each of wliicli has been the cause of great misconception. 

The word Debt evidently in strictness means the Duty of the 
Debtor to pay the Money, But unfortunately, the word Debt 
has long been transferred to mean, the Eight of Action in the 
person of tlie Creditor : and thus it is used as synonymous with 
■CrEUIT.'' f f ‘ f':' , vh.e.b'' .^vv;h;;hv 

We have not found in any ancient writer the word Dkbitum 
used to nuian the Might of Action: but this change in its mean- 
ing had already come into use in the 12th century. 

In 1194 Ricliard L issued a Commission for a judicial visita- 
tion on financial matters in which it is said — “ Let all the Debts 
{Dehita^ Rights of action) of the Jews be scheduled, , their lands, 
houses, rents and possessions. . . . 

Also let every Jew swear that he will make a true schedule 
of all his Debts {Dehita, Rights of action) pledges, rents, and all 
his property and possessions.” 

And this is the meaning which the word Debt has long 
acquired in English Law. It means a Right of action, a Claim., 
or Demand. 

Thus in the Statute of Acton Burnell, 11 Edward I. (1283; 
commonly called the Statute of Merchants, it is said — “ That 
merchants may quickly recover their. . . . The King by 
his council has ordained and established that the merchant who 
•would be sure of his DeMM 

So the Act, 46 Geo. III. c, 125. s. 3 enacts that ‘^one Debt or 

Demand ” may be set off against another. ]\Ir. Williams says 

“ Wiihin the class of clio^es^n-action was comprised a Right of 
growing importance, nameljq that of suing for Money due, which 
Right is all that is called a Debt” — We have seen that a Debt 
was anciently considered as a mere Right to bring an action 
against the Debtor ” — Debts being formerly considered as mere 
Rights of action.” 

So as may be seen in any daily paper the executors of 
deceased persons advertise for any persons who have Debts, 



68 


TKE ELEMENTS OF BANNING* 


claknSj or demands,” against the estates of the , deceased to give 
in statement : of them. , 

An administrator is appointed by the Court of the “ goods,, 
chattels, and Credits of the deceased.” 

Thus it is seen that the words Credit and Debt are used m 
synonymous in Law, 

Accordingly in the Digest of the Law of Bills of Exchange, 
Bank Notes, &c. which we prepared for the Eoyal Commissioners 
for the Digest of the Law we began with the Ibllowing funda- 
mental Dehnition of the subject — 

“Credit or Debt, in Legal and Commercial \_and Leo- 
nomicaQ language means a Right of Action against a Person 
for a sum of Money P 


On the Ambiguity in the Meaning of the tvord Loan, 
or the Distinction between Mutuum and Gommodatum. 

6, We now come to the next ambiguity wdiich ha.s been the 
cause of great confusion in the Theory of Credit in recent 
times. 

All the older writers, who were chiefly men having a prac- 
tical knowledge of business, seeing that Credit causes exactly the 
same circulation of commodities as Money, said that Credit is 
Capital, without entering into any very nice definition either of 
Credit or Capital. 

Smith expressly classes Paper Currency, such as Bank Notes, 
Bills of Exchange, &c. — which are Credit — under the title of 
Circulating Capital. 

Since the time of the French Economist, Say, however, tliis 
doctrine has been the subject of much ridicule. He says in 
one passage which has been repeated by a multitude of writers, 
that those who say that Credit is Capital, maintain that the same 
thing can be in two places at once. They conceive that Credit 
is the material thing lent, or the transfer of it ; and then they 
Esk — How can the same thing be in two places at once, and be 
used by two persons at the same time? 

The whole misconception is founded on ipi ambiguity in tie 
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meaning of the 'words Lo AIT and Lend, wliicli: .words, are nsed' to 
denote two operations of a perfectly distinct nature. 

There are two kinds of Eight — the Eight of Possession and 
the. Eight, of Property. 

Suppose that I lend my friend a Book or a Horse : that is 
I allow him to have a Eight of Possession and use of them for a 
certain time. Then it is clear that I and my friend cannot both 
have the Book, or the Horse, at the same time. But though I 
lend him the Book or the Horse, they still remain my Peo- 
PERTY. I do not transfer my Property in them to my friend. 
He is not my Debtor nor am I his Creditor, and if I %vanted to 
have them back, and went for them, and found him not at home, 
I should have no scruple in taking them away. 

But suppose that I had lent my friend ^5, and if as before, 
wanting them back, I went and found him not at home, would I, 
if I happened to see his purse lying on the table, open it, and 
take £h out of it ? I should instinctively feel that I should do 
no such thing. I should have no scruple whatever in taking 
back the Book or the Horse I had lent : but I should never 
dream of opening my friend’s purse, and taking out I had 

LENT,' " • ■ 

Thus without giving any particular thought to the subject, 
every one would instinctively feel that there is an essential dis- 
tinction between the cases of lending a Book or a Horse, and 
lending £5. Or if he were so obtuse on the subject, the Law 
would point out the distinction. The Law would tell him that 
he might take away his own Book, or his own Horse, if he 
pleased ; but that if he opened his friend’s purse, and took out 
£hj he would be guilty oi‘ theft : and that he must request his 
friend to pay him, but that he must not help himself. 

So if a man pays in money to his account at his banker’s, i.e. 
lends him money, and if he dreAv a cheque on his banker for ^20, 
would he venture himself to take 20 sovereigns off the banker’s 
counter? Of course he would not. He would request his 
banker to pay him : and he must wait until his banker gives him 
the money of his own free will. If he ventured to take the 
money himself it would be larceny, and he might be given in 
charge jx) a policeman. 
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In fact tliongh both these operations, lending a Book or s 
Horse, and lending Money, are called a Loan, they are of an 
essentially distinct iiatiire. When a man lends a book, or other 
chattel, to his friend, he does not part with, or dispossess himself 
of the Property in it. He is entitled to have that very Book, or 
the very Chattel, back again. There is no Exchange^ and no 
New Property created. And only one person can have tlie use 
of the book or the chattel. 

But in all cases whatever of a Loan of Money, the lender 
absolutely cedes the Property in the money to the Borrower, and 
it becomes his absolute Property- What the lender does acquire 
is the Eight, or Property, to demand back an equivalent amount 
of money, but not the specific money. A loan of money is, 
therefore, always an Exchange, and in all such cases there is of 
necessity a New Property created : and this New Property is 
termed Credit : and it may be sold and transferred like the 
Money itself. 

The same principle is true of the Loan of many other things, 
such as wine, bread, meat, oil, &c. If’ I lend a loaf of bread, 
or a bottle of wine, to a friend, the only way he can use them is 
by destroying them, or consuming them- Hence I must of 
necessity transfer the Property in them to him : and what I 
acquire in return, is the Right of demanding an equal amount of 
equal quality in return. It is the same with Money. A man 
can only use money by paying it away : and all he can do is to 
give back to the lender at some future time an equal quantity of 
money. In English Law the former kind of Loans (f.e. the loan 
of a book or other chattel) are said to be returnable in specie^ 
that is, the identical things are restored : in the latter kind of 
Loan the things are said to be returnable in generCj or only 
similar things are given back. In the former kind of loan, the 
relation of Debtor and Creditor is not created ; in the latter, 
the relation of Debtor and Creditor is created between the 
Borrower and the Lender. 

Precisely the same relation is created on the sale of goods on 
Credit. The Property in the goods is ceded absolutely to the 
buyer : and what the seller receives in exchange for the goods k 


MITTUITM AND COMMOBATUM* 7! 

tte Eiglitj Of Property, to Demand their Price in money . at ■ a' 
future time : and this Right or Property, is termed Ckedit, 

Hence it must be observed that the Economic Quantity called 
Credit or Debt, is the Eight which is created on a Loan of money, 
wine, brc.'id, oil and things of that nature, to demand back an 
equal quantity to the things lent : or the Riglit which is created 
c»n a Sale of goods on Credit to demand their Price in money at 
a future time. 

Thus the confusion lias arisen from the English language 
Imving but one word, Loan, to denote two operations of an 
essentially distinct nature: the French language is equally 
faulty. But the distinction is clearly pointed out in Roman 
Law, ’and the Latin language has a distinct word for each opera- 
;tion:. . 

It is said in the paraphrase of Tlieoplrilus of the Institutes of 
J ustinian, which we prefer to quote, because it is more full and 
distinct than the Institutes, and it superseded them as the autho- 
rised text book of Roman Law — 

A Real Obligation is contracted by an act, or by the manual 
delivery of something counted out: and this includes the 
Mutuum. ' ■ ■ 

A thing is a Mutuum when the Property in it passes to the 
person who receives it, but he is bound to restore to us, not the 
identical thing delivered, but another of the same Quality and 
Quantity. I said, so that the receiver becomes the Proprietor of 
it, that I might exclude the Commodatum and the Depositum : 
for in these latter the receiver acquires no Property. But he 
must be bound to us, to exclude the Donation, for he who 
receives one acquires the Property, but he is not bound to us. I 
said that he must restore not the identical things, hut others of 
similar Quality and Quantity, that I might not deprive him of 
the use of tlie Mutuum. For a person takes a Mutuum, that he 
may use the tilings for his own purpovSes, and return others 
instead of them. For if he were obliged to give back the mme 
things it would be useless to borrow them. 

“ But all things are not taken as Mutua, but only those 
which consist in weight, number, and measure, &c. In weight, as 
gold^ silver, leadf iron, wax, pitch, tin : in measure, such as oil, 
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: wme, com : !»■ suoli as money. . And in short wliatevef . 

we deliver with this intent, in number,, measure, or: weight, so. as 
to bind the receiver to return iis, not the same things, but others 
of the same nature and quantity. Whence also it is called 
Mutuum, because it is transferred by me to yon with the intent 
that it should become your Property (iit de meo tumnfit). 

But the Keal Obligation includes Commodatum: as if any one 
were to ask me to lend him a book, and I lend it . . . . But the 
Commodatum differs widely from the MuTumi. Por the Mutuum 
transfers the Property, but the Commodatum does not transfer it, 
and therefore the borrower {commodatamis) is bound to restore 
the very thing lent. 

So it is said in the Digest — But it is called giving a 
Mutuum because from being my Property it becomes yours 
{quod de meo tuum Jit) ; and therefore if it does not become youx 
Property no Obligation is created.” 

But on the contrary with respect to the Commodatum — “ We 
retain the Property and Possession of the thing lent {rei com^^ 
modatoe) ” — No one by lending {commodando) a thing, gives the 
Property in it to him he lends it to.” 

Modern scholars repudiate the fanciful etymology of 
from {ex meo tunm JltJ though it held its place so long in legal 
text books. MmIuus evidently conies from 7nnto^ as decidms from 
decide^ and dividuus from divido. It is so called because there 
was an exchange of Properties. But though the derivation is 
fanciful, it exactly expresses the fact. Unless there was an ex- 
change of Properties there was no Mutuum, Ail commercial loans 
are Mutua, and not Commodata. Every loan of money is in 
reality a sale, or an exchange, in which a New Property is created, 
which is called Credit or a Debt : and when the money is re- 
turned, or the loan repaid, it is another exchange, by which thii 
New Property is extinguished. 

On the DistincMon between a Debt and a Bailment : or 
the Distinction between a Mutuum and a Depositum* 

7* We have now to trace the consequences of this distinction 
between the Mutuum and the Depositum, because they each give 
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" rise to ' a class of Paper Docaments of a totally distinct nature. 
And it has been the confusion between these two distinct classes 
of Paper which has been at the root of most of the false theories 
of Credit and Currency which have produced such terrible cata- 
.'.strophesin the world. , 

There are two species of Paper Documents which are in 
general use in commerce, and which have some superficial re- 
semblances — that is they both convey Eights to certain things and 
are similarly transferable, and are, therefore, considered by many 
to be of the same nature ; but which are yet fundamentally dis- 
tinct in their nature : and in this radical distinction is contained 
the basis of the Theory of Credit. 

Th’ese species of Paper Documents are — 

I. Bank Notes, Bills of Exchanoe, and other forms of 
Credit. 

II. Bills of Lading, Dock Warrants, and all other Titles 
to specific goods. 

In order to understand clearly the fundamental distinction 
between these classes of Paper Documents, we will explain how 
each of them arises. 

It has already been shewn that in all Loans of the nature of 
the Mutuum^ and in Sales of goods on Credit, the Property in 
the money or the goods is transferred to the borrower or the 
buyer, and in exchange for it the lender or the seller receives the 
Property or Eight to demand a sum of money : which Eight 
may be recorded on paper : and may be bought and sold like 
any other goods or merchandise. 

Now when a person pays in , money to his account at his 
banker’s it is a Mutuum : the Property in the money passes abso' 
lutely to the Banher, He is not the Trustee or the Bailee, oi 
the money ; but it becomes his Property. He is the Owner of 
it, and is entitled to use it in any way he pleases, for his own 
purposes. In exchange for this money, he creates a Credit in 
his customer’s favour, promising to deliver an equal amount of 
money on demand. The transaction is an exchange or sale. The 
Banker buys the money ifrom his customer, and sells him in 
exchange for it, the Right to demand an equal quantity of money 
at any time he pleases, and it has Value, because the owner of 
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it can exchange it for money, or anytliing else. Tlie Banker is 
not the Trustee of the money, but he is simply the Debtor to his 
customer : and if unfortunately he should happen to fail, his 
customers or creditors are only, entitled to have his property 
divided among them, and they must take their chance oi“ having 
their Debts paid in full. 

It is exactly the same in all cases of Mercantile Credit. The' 
merchant or trader who buys goods on Credit, is not the Trustee 
or Bailee of the goods, but their Proprietor. The seller of tlie 
goods cedes the Property in them absolutely, and receives in ex- 
change only the abstract Right to demand payment at a future 
time. Like the Banker, the buyer is simply the Debtor to the 
seller. In both cases there is a New Property created, "which 
may be recorded on Paper, either in the form of a Bank Note, or 
a Bill of 'Exchange, which may be bought and sold quite inde- 
pendently of any .specific money. Hence all forms of Paper 
Credit are absolutely separated from any specific money, and that 
is the very reason why they are called Credit, because the holder 
of them has nothing but a Right to demand money from some 
person. 

But the case is quite different with the other class of Paper 
Documents. When a man ships goods on board a vessel, he re- 
ceives from the captain a Paper Document, acknowledging the 
receipt of the goods, and promising to deliver them to whomso- 
ever shall be the owner of the Paper Document called the Bill 
OF L ADI NO. 

The shipper of the goods sends the Bill .of Lading to the con- 
signee, who, directly he receives it, may negotiate it, i,e, transfer 
it by indorsement to whomsoever he pleases, in all respects like a 
Bill of Exchange, and it may pass through any number of hands, 
and whoever is the owner of it at any time may go and demand 
the goods from the captain. 

Similarly when goods are deposited in a Dock Warehouse, 
the Dock Master gives a Paper Document, or receipt for them of 
a similar nature to the Bill of Lading, which is called a Dock 
Warrant. This is. transferable in ail respects like a Bill of 
Lading, or a Bill of Exchange, and whoever is the owner of the 
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Dock Warrant, is the owner of the 'goods described in it, and is 
eatitled to demand and receive them from the Dock Master. 

Now it is especially to be observed that in these two cases, 
altlioiigli the goods are delivered into the temporary custody of 
the captain, or dock master, they have no Property in them. 
The Property in the goods remains with the shipper, or depositor, 
and is transferred by him along with the Bill of Lading or Dock 
Warrant. Tlie goods are what is called in Roman Law, a mere 
Defositum* The captain or the dock master is the mere Bailee 
or Trustee of tlie goods, and not tJie Owner, as in the case of the 
Mutuum. He has no right to convert them to his own use, and 
if he^diii so, it would be a rohherij^ and he would be liable to be 
punished as a thief. Thus in these cases the goods are merely 
delivered into the temporary custody of the captain, or dock 
master, for a certain defined purpose, and no New Property is 
created. The Bill of Lading and the Dock Warrant form One 
Property with the goods, and cannot be separated from them. 
The goods travel with the Paper Document. Thus it may be 
said in this case tliat the Paper Documents represent goods. In 
this case there is no exchange and these documents have no 
Value, i.e. they are not exchangeable separately. They are noi 
exchangeable for goods generally, but are Titles to certain 
specific goods, and no others. No one ever spoke of the Value 
of a Bill of Lading or a Dock Warrant. Such Documents are 
not Credit, because the owner of them does not simply believe 
that he can obtain goods in exchange for them, but he knows 
that he has become the owner of certain specific goods. Such a 
trimsaction is not an Exchange, but what is called in Law a 
■■Bailment.^" " 

So also if a man takes a bag of money to his banker, and 
asks him to take care of that specific money, and give it back to 
him, or to any one else he may name, on demand, no Property in 
tlie money would pass to the banker. It would not be a 
Mutuum, but a Defositum or Bailment. The banker would have 
no Right to use the money for his own purposes ; and if he did 
BO he would be guilty of theft. If he gave a receipt for it 
promising to deliver the money to whomsoever the receipt might 
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be transferred, the receipt would be one property with the money, 
of .'Lading and Dock Warrants.; ■ . The: 
money and the receipt could not. be separated, and the Pro- 
perty in that Tery money would always pass along with the 
■receipt : ■ The Banker in such a case : would ' be merely the 
:'Bailee or Teustee of the money and not its' Ownee. 'In the 
case of the captain, the dock master, and the banker, just 
described, the relation of Debtor and Creditor does not arise 
between them, and the owners of the Paper Documents. 

Hence we see the radical and fundamental distinction between 
Bills of Lading, Dock Warrants and all other Titles to specific 
goods on the one hand, and all forms of Paper Credit on the 
other. 

Bills of Lading, Dock Warrants, and other Titles to goods, 
are absolutely bound down to these specific goods, and cannot be 
separated from them, and therefore they form only om Pro- 
perty with them. They always arise out of a Bailment and 
never out of an Exchange ; and they may justly be said to 
represent goods. They in themselves are nothing, and are no 
addition to the mass of other exchangeable Property. 

On the other hand it is the fundamental legal requisite of all 
kinds of Papeb Credit, that they shall be absolutely severed 
from any specific sum of money. They are even forbidden to 
be made payable out of any particular fund. They must 
be nothing but abstract Eights against the Person, and that is 
the very circumstance from which they take their name : be- 
cause they must be received on the simple belief that the person 
can pay them. If any specific sum of money were appropriated 
to their payment they would not be Credit. Paper Credit always 
arises out of an Exchange, and never out of a Bailment. Bills of 
Lading and Dock Warrants always go along with goods ; Bank 
bTotes and Bills of Exchange are always exchanged for money, 
goods, &c. Bills of Lading represent goods, but are not of the 
Value of goods, because there is no exchange, and there can be 
no Value without an exchange. Bank Notes, &c., do not repre-- 
sent money, but they are of the Value of Money, because in their 
case there is always an exchange. And Credit in all its forms is 
m addition to the mass of other exchangeable property : as,, in'» 
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ileed, is admitted by every .Lawyer, every Merebant, and every 
■Economist. 

From tMs it clearly follows that Bills of Lading and Dock 
Warrants can never exceed in quantity the goods they represent. 
If any one were to negotiate such documents without any goods 
being attached to them, it would be an indictable fraud. But 
Paper Credit of all sorts immensely exceeds in quantity the 
IMoney in the country — on the lowest calculation, tenfold. Credit 
itself is merchandise, and the subject of a gigantic commerce. It 
may be said that all commercial crises arise out of the excessive 
creation of that species of Property called Ceedit. What are the 
due limits of Credit, is a question of the most momentous con- 
sequence, which will be clearly shewn hereafter. 

We have shewn that in Eoman Law all Eights, and Credit 
among them, are included under the terms Pecunia^ Bona, Ees, 
Merx] so also in English Law a Debt, or chose-in-aGtion, or 
Credit is included under the terms Goods ” and Chattels.” It 
is an article of Merchandise, or a Saleable Commodity, 

Thus Sheppard says under Chattels — 

“ All kinds of emblements, sown and growing grass cut : all 
money, plate, gold, silver, jewels, utensils, household stuff, 
Debts, wood cut, wares in a shop, tools and instruments for 
work, wares, merchandises, carts, ploughs, coaches, saddles, and 
the like : all kinds of cattle, as horses, oxen, kine, bullocks, 
goats, sheep, pigs, and all tame fowl and birds, as swans, 
turkeys, geese, capons, hens, ducks, poultry, and the like, are 
to be accounted Chattels.” 

All Obligations, Bills, Statutes, Recognizances, and Judg- 
ments, shall he as a Chattel in the Executor, # 

Ail Eight of action to any personal action is a Chattel.^’ 

So it was resolved by Popham, Chief Justice of England, and 
many other Justices, that personal actions are as well included 
within this word goods in an Act of Parliament, as goods in 
possession.” 

So in another case Lord Chancellor Habdwicke said — And 
Debts come within the meaning of the Act, and would pass in a 
will thereby,” Buknet J. said — “ A bond-debt is certainly a 
Chattel*” So Parkeb L.O.B. said But goods and chattels 
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inclnde Debts ” — “ things in action are considered as goods and 
chattels.” LeEj C. J. said — “ The inquiry on the second point is, 
whether choses-in-action are not included under goods and 
chattels ? and I agree .... this is now out of question^ choses- 
iii-action will be included therein. Fiilwood's case 4 Co. 6a 
proves that a chose4n- action (as an obligation) is a Chattel. 
So Staunf. Prerog, 65, c. 16 says that Chattels coraprelierid 
Kight of action to goods.” And Hardwicke C., said — Ohoses- 
in-action are properly within the description of goods and 
chattels.” 

So Blackstone says — “ For it is to be understood that in our 
law, chattels (or goods and chattels) is a term used to express any 
kind of Property which, having regard either to subject matter, 
or the quantity of interest therein, is not freehold.” 

“ Property or Chattels personal may be either in possession^ 
or else in action . . . Property- in-action is where a man has not 
the enjoyment (either actual or constructive) of the thing in 
question, but merely a Eight to recover it by a suit or action at 
law.” 

We need not give any more quotations ; in fact, those which 
we have given are only intended for the benefit of lay readers. 
Every person who has studied the most elementary principles of 
Law, knows perfectly well that a Eight of Action or a chose-in- 
action is a personal chattel like any other species of property : 
but it is just on this point that the greatest difSculty is felt by 
lay readers to understand how a mere Eight of Action is sale- 
able Property, just like so much iron, corn, gold, lead, coal, or 
anything else. 

On some Erroneous Ideas as to the Natuks 
of Ckedit. 

8. We have still another erroneous view of the nature of 
Credit to clear away. We have seen that the preceding errors 
arose from not observing the distinction between I^Iutuum and 
CoMMODATUM and Depositum. From the first error proceeded the 
erroneous notion that those who say that Credit is Capital Kiy 
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i;lsat the same thing can be in two places at once : from the 
second that Bills of Lading and Dock Wrirrants are of the same 
nature, and are Credit, as well as Bills of Exchange. The third 
form of error which we have now to dissipate is that Credit adds 
nothing to the resources of the world, because it is neutralised 
bj something else. 

Any person practically conversant with commerce, and seeing 
the immensely greater portion of commercial operations effected 
by means of Credit, would smile at the notion that Credit adds 
nothing to the resources of a nation : but some have been misled 
by a very palpable error, Henry Thornton, an able man, a 
banker, and one of the authors of the Bullion Eeport, says — 
“ Paper constitutes it is true an article on the Credit side of the 
books of some men, but it forms an exactly equal item on the 
Debit side of the books of others. It constitutes on the whole 
neither a Debit nor a Credit.” 

So another eminent banker M. Cernuschi says — “ The 
balance sheet of every individual contains three accounts : exist- 
ing goods, Credits, and Debts. But if we collected into one all 
the balance sheets of every one in the world, the Debts and the 
Credits mutually neutralise each other, and there remains but a 
single account : existing goods. 

The totality of the goods, therefore, forms the general 
inventory. There is the first matter of exchange. The Debts 
and Credits are subsidiary matters. Debts and Credits are 
reciprocally transmitted as goods are transmitted : but however 
great or small they may be, and through whatever hands they 
pass, Credits for some, Debts for others, they add nothing to, 
they take away nothing from, the general inventory.” 

The argument of Thornton and M. Cerimschi is simply this — 

Suppose A to have ^100 in money, and also a three 
months^ bill of £b0 on B. Suppose B to have but at the 
same time to have accepted a bill of £50 at three months to A. 
Then A’s property would be stated thus £100 +£50; B’s pro- 
perty would be stated thus £100— £50. Now the argument of 
these writers is this — that the +£60 and the — £50 balance each 
other, and the result is 0 : which according to them is the same 
tiling as saying th%t these Quantities do not exist at alL 
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TMs view miglit perhaps seem at first sight somewhat 
specious, but a very little reflection will shew that it is quite 
erroneous. 

Suppose that a landlord lets a house to a tenant. In exchange 
for the use of the house the landlord receives the Eight to demand 
a certain sum, three months after date, we will suppose. The 
transaction is an Exchange. The Eight to demand the money 
is an actually existing Eight in the Landlord ; it is his Property^ 
which he may sell or transfer to any one else. It is, therefore, 
+ , to him, and m. addition to his other Property. The 
tenant is bound to pay this Eent : but does that cause any diminu- 
tion of Ms present Property ? Does the Propert}^ in any of the 
money at his banker’s pass to the landlord ? Certainly not. 
Hence it is quite clear that this obligation to pay at a future 
time is no diminution whatever of his present Property. In fact 
he is not in Debt at all until he has had the use of the house 
for three months, and the day of payment has come. 

Similarly if a merchant buys goods and gives a bill at three 
months in payment of them, the transaction is an exchange. The 
Right to demand payment is plus to the seller of the goods : 
it is his Property, which he may sell and dispose of like money. 
But the goods remain the entire Property of the merchant, which 
he may sell or dispose of : and he is not in Debt at all^ till the 
Bill becomes due. Suppose that the landlord, or the seller of the 
goods, were to bring an action for the Eent, or the Price, before 
the end of the three months, the tenant, or the merchant, would 
reply that they were not in debt at all. The well known maxim 
of Law is that Credit unexpired may be pleaded under the general 
issuCj which means that if a man sues another for an obligation 
not yet due, he may simply reply that he is not in debt at all. 

Thus Mr. Pitt Taylor says— In addition to tliese examples, 
it may be observed that, whenever the defendant can show that 
in fact no Debt ever existed before action brought, he may do so 
under the plea of never indebted. For instance if the action be 
for goods sold and delivered, he may defend himself under this 
piea by proving that they were sold on Credit, which was un- 
expired when the action was commenced.” Hence we see that 


DEBTS AS NEGATIVE QUANTITIES- 


81 


,,m Vliis case,. the —.€50 does not mean that it is to he mzkmGtefi 
irom his present Fropeity. . 

This then is the paradox. The Eight to receive the fntnie 
Rent is the absolute Property of the landlord: and therefore 
ill. this case + means addition. ■, 

But though the tenant is bound to pay the Rent, and it :is 
therefore — to Mm, it is .not to be sukraeted from his prese/ii 
Property, and is no diminution of it. * 

What then does it mean ? 

Mathematicians have since the time of Maclaurin given Debts 
as an example of “ Negative Quantities,” but they have never 
given any satisfactory explanation of what is meant by this order 
of Negative Quantities. 

The explanation usually given is this — a man’s Property 
may be considered as positive, and his Debts as negative : subtract 
his Debts from his Property, and the remainder if any is his 
Capital. And as the national Capital is the aggregate Capital of 
all the individuals in it, according to this doctrine, in order to 
find the quantity of property in the country, all the floating debts 
in it would have to be subtracted from all the Properly in 
it, and the remainder would be the amount of national Capital, 

So Peacock, the distinguished Algebraist, says — If property 
possessed or due could be denoted by a number or symbol with 
a positive sign, a debt would be indicated by a number or 
symbol with a negative sign, or conversely : such affections of 
property are correctly symbolised by the signs -f and since 
they possess the inverse relation to each other, which these signs 
require : for if to a person A there be given a certain property 
or sum of money combined or added to a debt of equal amount, 
his wealth or property remains the same as before.” 

Now in a certain sense these modes of statement may be 
correct. If a man were going to retire from business, he would 
call in and discharge his liabilities, and the remainder, if any, 
would be his fortune. 

But such a mode of statement is quite unsuitable for 
Economics, Debts are a species of Property of the most colossal 
magnitude, and are the subject of commerce, as much as any 
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otlier mercliaiidisej nntil they are extinguished. Economics hm 
only to do with them while they exist, and are the subject, .of 
commerce. 

'Llie iaJlaey of the mode of statement of the writers we 
h'lve j iisi quoted is evident, and is precisely the one which we 
Lia,ve airea-dy pointed out was carefully provided against in the 
Digest For they evidently consider a Debt to be some of the 
Debtor’s property set apart and pledged to the Creditor, and 
therefore a dmimition of the Debtor’s property. But this is 
a most gxievous error : a Debt is not. part of the Debtor’s money 
or goods affected with the Negative sign, but the personal 
Duty of the Debtor to pay : and until the time of payment has 
arrived, there is no Duty and no Debt. Hence while the* Right 
created on the exchange of the goods is an Economic Quantity 
which may be exchanged and sold any number of times, as 
indeed these writers admit, the Debt or Duty is non-existent 
or LATENT, and has no effect at all ; hence the goods and the 
Credit given in exchange for them, are two Economic Quantities, 
and may both be sold and transferred any number of times. 
And in Economics we have only to consider the number of 
Economic Quantities, and their relations of exchange. 

We will give a very simple example to shew how very 
erroneous the method of stating the question by Thornton and 
Cernuschi is. Suppose a banker holds a merchant’s acceptance 
not yet due. Suppose at the same time the merchant holds an 
equal amount of the banker’s notes. According to the method 
of statement of these writers, the mutual debts cancel each 
other, and the result is nothing. But this is manifestly 
erroneous; because the banker may if he pleases put the 
merchant’s acceptance into circulation, and the merchant may 
put the banker’s notes into circulation. Hence there would 
be two Economic Quantities in circulation, and producing the 
same effects as so much money. Hence in Economics these 
Quantities are not to be considered as extinguished until they 
are so in reality. But the same may be said of any Economic 
Quantity : when it is destroyed it is no longer an Economic 
Quantity. The same principle is true with regard to Credit, or 
Debt, as with any other Quantity ; so long ^ it exists, and is 
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capable, of being exchanged it is an Economic Quantity : ^ when 
it is extinguished, and only then it ceases to be one. 

On the Meaning of the Positiye and Negative 
Signs m Economics. 

9, We have now to explain the meaning of the Negative 
Sign in tlie Theory of Credit, or Debt. 

Two Algebraists of the highest eminence have attempted to 
explain the application of the Negative Sign to the subject of 
Debts, or Credit, but they have fallen into exactly the same error 
as Thornton and Ccrnuschi. 

EHler says — The manner in which we generally calculate a 
person’s property is an apt illustration of what has just been said. 
We denote what a man really possesses by positive numbers, using 
or understanding the sign -f- , whereas his debts are represented 
by negative numbers, or by using the sign — . Thus when it is 
said of any one that he has 100 crowns but owes 50, this means 
that his real possessions amount to 100 — 50, that is to say 50. 

As negative numbers may be considered as debts, because 
positive numbers represent real possessions may say that 
negative numbers are less than nothing. Thus when a man has 
nothing in the world, and even owes 50 crowns, it is certain that 
he has 50 crowns less than nothing ; for if any one were to make 
him a present of 50 crowns to pay his debts, he would still 
be only at the point nothing, though really richer than before.” 

It is quite evident that Euler has, in this passage, fallen 
into exactly the same error as Thornton and Cernuschi : namely 
that of considering a Debt to be money pledged to the Creditor : 
and so affected with the Negative sign. But as we have dis- 
tinctly shewn that a Debt is a Personal Duty, it is quite evident 
that a Personal Duty cannot be subtracted from a sum of money. 

It is quite easy to shew that the first paragraph is not a suit- 
able mode of stating the question in Economics. For suppose 
that a man has 100 crowns, and that he is bound to pay 50 
crowns one year hence: it would be quite . inaccurate to say 
that his property is only 50 crowns, or (100 50). For he 

has the 100 crowtis to trade with in the meanwhile, as his 
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absolute property; and all that he is bound to do is to haTe 
on /a "."certain day. at the end of the year 50 crowns to discharge 
his debt. Bnt the owner of the Debt may put it into circu- 
lation, and it may produce all the effects of money till it is 
paid. So that there may be the 100 crowns the debt of 
50 crowns as %vel], circulating simultaneously in commerce. 
And yet his property might be correctly stated (100 — 50) 
crowns. Here it is quite clear that the 50 crowns are not to be 
subtracted from his present property. Now by the Law of Con-' 
iinuity^ the same must be true if we diminish the period of pay- 
ment gradually from one year by small gradations of a day at a 
time, till we reduce it to 0, or make the debt payable on demand. 
The fact is that the expression is to be read this way — he p<5ssesses 
100 crowns as his property, but coupled with the Duty of paying 
50 crowns at some given time. 

So in the second paragraph, when he possesses no crowns, 
and owes 50 crowns, he is said to have less than nothing. This 
clearly means that he is under the Duty, or Obligation, to pay 
50 crowns, and has nothing to pay them with. Now let us 
suppose that being in this position, as Euler says, some one makes 
him a present of 50 crowns to pay his debt, he is clearly 50 cro%vns 
richer than before, and yet his property is now only =: 0. This 
is an example of 4- x 4- giving -f • Thus Euler is right so far 
as he goes : but he has manifestly stated only one half of the case. 
Because there is another combination of algebraical symbols 
which gives +, namely — x — ; and there is another method 
in commerce of arriving at the same practical result. Suppose 
his Creditor Releases him from his debt, his property would then 
also = 0 : and as in the former case, lie would be 50 crowns better 
off than before* 

Thus Eel easing a debtor from the Duty to pay money, is 
exactly equivalent to making him a present of money. This 
shews that the Eelease ( — ) of a Debt ( — ) is the same thing: as 
an Increase (4) of Wealth (4), or that — x — = 4 x 4 ; 
a principle of the most momentous consequence in modem 
commerce. 

Peacock has fallen into exactly the same error ; for he con- 
siders a Debt as Money or Property owed ; which is exactly the 
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error wliieli' tie' Digest, Potliier, 'and other CiTilians have so care- 
foi],y pointed ont. Peacock considers that the subtraction of a 
debt „is the change of the character or affection of money owed ' to 
money possessed : in which . he is quite mistaken, for the sub - 
traction of a debt is not changing the Eight in the money from 
the Creditor (which does not exist)' to the Debtor, but simply 
extinguishing the Debtor’s Duty to .pay it. 

■ m. The perplexities, of the '.Theory of Credit can only be 
unravelled by the great modern Algebraical doctrine of the 
Separation of the Signs of Affection or Fosition and Operatmu 

Writers who are not versed in Natural Philosophy have no 
conception of the signs -f- and — meaning anything but addition 
and suhtraetmi, whereas the symbols +, 0, and — have an 
immense variety of meanings in Natural Philosophy, according 
to the particular circiirnstances under which they occur : and 
it is wholly impossible to determine fcheii* meaning, until we 
know the particular state of circumstances out of %vliich they arise. 

Every great science is founded on some single idea, or con- 
ception, or quality, which must be of the most general nature, 
and every Quantity whatever in which that quality is found is an 
element in that science no matter what other qualities are found 
in it. Quantities therefore utterly dissimilar in every other respect 
are elements in that science, so long as the single fundamental 
quality is found in them. 

Now as Economics is the science of Exchanges, or Values, it 
necessarily follows that every Quantity whatever, which is 
capable of being exchanged or valued, must be an Economic 
Quantity, no matter what its nature is, enduring or evanescent, 
corporeal or incorporeal. 

But these Quantities in the various sciences may be endowed 
with opposite qualities, and when they are so, it is universally 
the custom in Natural Philosophy to distinguish them by the 
signs 4- and 

They are then called Signs of Affection or Position. 

The instances of this which might be quoted from the various 
branches of Natural Philosophy are innumerable, and we will 
only quote a few to illustrate our meaning, and furnish analogies 
lo guide us to tht? solution of the perplexities of Economics. 
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Thus Algebraical Geometry, ' in wMcIi it is necessarj 
to fix tlie position of lines, it is usual to take some fixed point 
called the Origin, and then lines drawn in opposite directions 
from that point are distinguished by opposite signs. Tlins if 
lines to the 7'igkt of it are called Positive^ and di sting nished by 
the sign +, then lines drawn to the left of it arc called Negative^ 
and are denoted by tlie sign — * If lines drawn vp from it are 
Positive and denoted by the sign *f , then lines dra^vn clown from 
it are Negative and denoted by the sign — . 

If two niecliamea] forces act in directions one is called 

Positive and tlie other Negative. 

So in Parliament the supporters of GoveiTiment may be 
called + , and its op]:)onents ■— . 

'Now in many of these cases it may happen that the Qiniii titles 
endowed with these opposite qualities may balance each other, 
and the result may l^e 0 : but it would manifestly be an error of 
the greatest magnitude to say that because under some circum” 
stances these Opposite Quantities may neutralise each other's 
effects, that is the same thing as saying that they do not exist 
at aih ■ : , 

Suppose that on a division the numbers for Government were 
340, and the numbers against Government 300. Then for 
practical purposes it might be said that the strength of the 
Government was 40 : because the — 300 neutralise the effect of 
the -h 300. But it would be clearly an enormous error to say 
that that is absolutely the same thing as saying that these 600 
members do not exist at all. It is perfectly clear that there are 
640 Parliamentary units. It is quite clear that to find the total 
number of Parliamentary units we must add the opposition to 
the ministerialists, and not sribtract them. 

It is an error of precisely the same nature to say that, be- 
cause a man possesses ^100, and at the same time has accepted a 
bill for £50 payable three months after date, there are only £50 
in existence as Economic Quantities. No doubt it might be said 
that for practical purposes the man’s fortune was only £50. But 
the £100 and the £50 bill may both circulate independently in 
commerce at the same time : and hence while they do so, and 
until the £50 bill is paid and extinguished thei e are £350 of 
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•Economic :Qiiaiititie8. When the bill is' paid and extingiiishetl., 
it ceases to exist as an Economic Quantity. 

. : .11, .Now. this idea of '‘Opposition is applied, to a , continuous, 
line ; or to motmi in a continuous line. If any point be taken 
as 0, then the part of the line on one side may be denoted by -+■ , 
and the part on the other side by — . 

Thus in a thermometer some fixed point is taken as 0^ and 
degrees above that point are called -f- , and degrees below — . 

Now if the mercury passes from a certain number of degrees 
on either side of 0, to any number of degrees on the other sidcj 
it is quite clear that in order to find the total number of degrees 
passed over, the degrees on both sides must be added together. 
That is the Negative degrees must be added to the Positive 
degrees and not subtracted from them. 

The same idea is applied to Time in Natural Philosophy, 
which may be considered as motion in a continuous line. If any 
point in Time be taken, such as the present moment, or any fixed 
era, then this point is denoted by 0, and Time on opposite sides 
of this point will be denoted by opposite signs. Thus if we call 
Time, such as years, before this era or Positive, then Time 
after this point will be or Negative: and the successive in- 
tervals will be expressed thus— 

, . . . 5, d- *k + I) 0, 1, “ 2, -- 3, -- 4, 0 , . . 

where the sign + merely means that the years it is a^xed to 
were before the given era ; and tlie sign — means that the years 
it is affixed to were after a given era. 

It is quite clear that if we want to find the number of years 
between any event which happened some time befoi^e this era, and 
another event which happened some time after it we must add 
the number of years on sides of 0. 

Thus if the birth of Christ be the given era, or 0, the years 
before Christ will be Positive and the years after Christ Negative, 
To find the number of years from the foundation of Home to the 
present time we must add together -f 758 and — 1875 years; or 

an illustration of the application of the Positive and 
Negative signs to Time, let us take an ex£imple which will be 
very useful in Economics. 
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A failier\s age is 40, and Ms son^s 15, wlievi was the father 
twice the age of the Bon’l 

Let X be tbe number of years before tbe present time, wlien 
the father was twice the age of the son— 

Then, 40'^ a7 = 2 (U - x) 
or,, ■' , 10 

Mow, what does this Negative answer mean ? 

It means that the father never was twice the age. of the son,'. 
/In Time past, which we have taken ' as Positive in the qii'estioa,. 
The epoch of his being twice the age of his son is to be found in 
Time o^yposite to the namely in Time future* He was not 
twice the age of his son 10 years agoi \mt he will he so 10 years 
hence : as is very clear : for in 10 years the father will be 50 
and Ms son 25. 

Hence if any event be Positive which has happened in Time 
past^ the same event is Negative if it is to happen in Time 
future, 

la These illustrations, which might be immensely extended 
by examples taken from every branch of Natural Philosophy, are 
sufficient to exemplify the doctrine which we have endeavoured 
to explain that nniversaily in Natural Philosophy the Negative 
sign — , does not mean Negation or non-existence, but Opposition. 
or Contrariety, and that Negative Quantities have as real and 
independent an existence as Positive ones, and are to be enu- 
merated separately and independently, as Quantities in that 
science, to find the totality of Quantities. In fact absolute 
Quantities have no sign at all : the Positive and Negative signs 
are only introduced when some idea of Opposition, Contrariety, 
or Inverseness occurs. 

But moreover Inverse or Opposite Operations may be 
performed on these Quantities which are already affected with 
these opposite signs. And these Inverse or Opposite Operations 
are also denoted by the same signs + and — . And the com- 
bination of these opposite signs of opposite operations with the 
signs of opposite qualities affecting these Quantities, that is the 
combination of the signs of Affection and Operation give me to 
the well-known Algebraical rules-— <r 
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, 4- X 4“ gives 4 . 

- + -X ■— — ■ 

— 4 ' 

— :x 4 ■ ^ ■ 

.These, liuv’Sj wliicli are universally applicable' in, Natiiral 
Pbilosophyj are equ«ally applicable to Economics, and are alone 
capable of' giving tlie solution' o£ the ■Theory of Credit,, which' 
has hitherto been the opprobrium of the science. 

It will be found that there are Economic Quantities of In- 
verse or Opposite properties, and therefore, following the strictest 
analogy with Physical Science, we shall denote them by opposite 
signs:* and also opposite Operations may be performed on these 
Opposite Quantities bringing into play the well known Alge- 
braical rules, which will lead to consequences which may sur- 
prise some of our readers. 

Hence Algebra in general, and Commercial Algebra with 
which we are at present concerned deals with Quantities and 
Operations. And whenever any of these Quantities, whatever 
their nature be, possess any Qualities whatever, or are affected 
by any relations of an opposite nature, they are distinguished by 
the opposite signs 4 and — , 

Thus Time Past and Time Future ; and therefore Producta 
which have been produced in Time Past, and Products which are 
to he produced in Time Puture : and consequently the Eights to 
these Products respectively: Active and Passive: Eights and 
Duties : may all be distinguished by the signs 4 and — . 

So among Operations : Adding and Subtracting: Creating 
and Destroying : Eeceiving and Paying : may be denoted by 
the same signs 4 and 

Hence if the Eight to Demand i^lOO be denoted by 4 £100: 
the Duty to Pay £100 will be denoted by *—£100 : without any 
reference to any specific £100. 

15. The use of the terms Positive and Negative to denote 
opposition is very commonly used by Jurists as well as hy 
mathematicians. 

Thus Ortolan uses the terms Positive and Negative Rights to 
denote Eights to mots and Eights to forbearances* 



THE ELEMENTS : .OF BANKING. 


m 

In its relation to' a Eight a Duty is Negative. ' ^ Butieis’ 

themselves are termed Positive and Negative: as there is the 
Duty to do something and the Duty to abstain from doing some- 
thing. Hence we may say that in this case we have a Negative 
sign within a Negative sign, as we shall presently find will be 
the case in Economics. 

Arguing from these analogies in Mathematics and Law, wer 
are quite at liberty in Economics to apply the terms Positive 
and Negative to Quantities and Operations of opposite qualities. 

16. We shall now shew the application of these principles 
10 Economics. 

We have shewn that Property is a Right residing in the 
person. Now a man may have a Eight to some specific actually 
existing thing, the produce of past\ and he may also have 
the Eight to receive things which will only come into his posses- 
sion at a future time, and some of which may not even come 
into existence till some future time. But each of these Eights is 
Property, and they may each be bought and sold : and therefore 
they are each Wealth. Consequently the totality of a man’s 
Wealth is the Sum" of the two kinds of Property. Now following 
the ordinary analogy of Natural Philosophy, if we denote the 
accumulated products of his industry already realised by the 
sign + , and call them Positive, we may call the products which 
will only come into his possession at a future time by the sign 
— , and call them Negative. 

If we have some quantity like land which produces a series 
of products : and if we take the present time as the given era, 
which we denote by 0 : then all the products which the land 
has produced in time past may be called Positive : and all the 
products it ivill produce in time future "will be Negative. 

But although tliese products will only come into existence at 
^future time, yet the Property or Eight, to receive them wlien 
they do come into existence is Present. Hence the total amount 
of Property in land comprehends the Right to the produce of the 
past^ TOGETHER WITH the Eight to the produce of the future : and 
as the Property in the produce of the past is Inverse, or Oppo- 
site, to the Property in the produce of the future, if we call the 
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former Positm:, tlie latter will be Negative, strictly in ficcor- 
dance with tbe principles of Natural Philosophy. 

Now suppose that we purchase an estate in land for 00,000 1 
where is the Value of our money ? Does it consist in things 
which have a present existence? The veriest tyro would answer 
— certainly not. Where then is the equivalent for the purchase 
money?., . 

When we purchase an Estate in land we purchase the Eiglit 
to the actually existing produce of land and labour, such as the 
houses, the timber trees, the crops on the ground, together with 
the Eight to receive its annual produce for ever : a series of 
productB which will only come into existence at definite intervals 
of time for ever. Tlius Property in land consists of two per*> 
fectiy distinct parts ; Property in the products of the jpas% and 
Property in a series of products of the fntme^ say £3,000 a year 
for ever, which may be represented thus — 

Existing produce of land ( + ) together with —£3,000, 
—£3,000— £8,000, (fee. for ever. 

Where the Negative Sign means that the products will only 
come into existence €LtJktu9'e definite intervals of time. 

But though the yearly produce of tlie land will only come 
into existence at future intervals of time, the Property, or Eight, 
to receive them when they do come into existence is present, and 
may be bought and sold like a horse or a table. That is to say, 
each of these annual profits for ever has a Present Value : and 
the purchase money of the land is simply the sum of the Present 
Values of this series of future payments for ever. 

Now the Eight to receive any, or any number, of these future 
protits is an Estate in land : and as the entirety of these Estates 
may belong to a number of different persons, we have the whole 
legal doctrines of Estates in remainder, in fee, in tail, in reversion, 
(fee., with all their complications. 

Again although this series of future payments is infinite, a 
simple Algebraical formula shews that it has a finite limit. 
When the usual Eate of Interest is 3 per cent., the total Property 
in land is worth about 33 times its annual profit. Consequently 
if we buy the existing crop on the ground, only one part is Cor- 
poreal, the remaining 32 are Incorporeal. 
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-Now wKen a purcliaser has bought laud, it may, be said, ^ with-* : 
out any very great metaphor, that it owes him a series of payments 
for ever : for he bought it merely in the belief of its capacity 
to produce future profits. Hence we may call this Eight to 
receive the future produce of the land, the Credit of the land ; 
and of course by the notation we have adopted, it is Negative, 

Now a merchant, or trader of any sort, carrying on a profit- 
able business, is an Economic Quantity which bears in many 
respects a strong analogy to land. He may have accumulated a 
quantity of money, the fruits of his past industry : but over and 
above his accumulated money, he possesses his abilities, his 
and experience, his character, his capacity in short, or expectation 
of earning Profits in the future, as he has already done in the 
past. Thus the Value of a man as an Economic Quantity, just 
as the Value of land, consists in the Property in the products of 
his past industry, together ivith the Property in the products of 
his future industry, which of course, are Inverse or Opposite, to 
each other. And as in the previous case if we choose for tlie 
sake of convenience to designate the one, Money, as Positive, 
we may for the sake of distinction designate the other as 
Negative. 

And there are two ways in which the merchant may trade : 
he may buy goods by exchanging some of his Property in money, 
or the fruits of his iJast industry : or he may buy goods by 
giving in exchange for them the Eight, or Property to demand 
money at a future time which is to he earned by his industry. 
This Purchasing Power of buying with a Promise to pay instead 
of with actual money, is, as we have seen in popular language, 
termed Credit. And as Wealth is anything which has Pur- 
chasing Power, it evidently follows that Money and Credit are 
equally Wealth. 

But as we have already seen that Capital is any Wealth, or 
Economic Quantity, used for the pui'pose of Profit, Money and 
Credit may be equally used as Capital. 

But as we have already seen that Money and Credit ara 
Inverse or Opposite to each other, Money may be called Positive 
Capital, and Credit may be called Negative Capital in strict 
coBformity with the analogy of Natural Philosophy. 
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17 . Now as far as we have gone, we have found the adapta 
don of the Negative Sign sufficient to explain the classification 
of Property. No one who has studied the Theory of the 
Negative Sign as developed by mathematicians within the last 
century, can fail to see that the designation of Property in the 
proceeds of \h.^ future by the Negaiive Sign, for the purpose of 
contra-distinguishing it from Property in the proceeds of the 
past is strictly analogous to its use in Physical and Mathematical 
Science. A man’s Property in the future earnings of his own 
industry is as clearly a part of his Property, as his right to reap 
the produce of his own land. And he may sell and transfer 
or trade with, and make a Profit by, or make Capital of, the one 
as well* as the other. 

But as we have observed this general Purchasing Power, or 
Credit, of the merchant does not enter into Economics until he 
actually does make a purchase, or effect an exchange with it ; 
and when he does so considerations of a somewhat complex 
nature arise : and we must describe the facts in order to see 
how' they are to be classified. 

When a trader purchases goods with his Credit, or his 
Promise to pay, the goods become his absolute Property, just as 
if he had bought them with money. But exactly at the same 
instant that tlie Property in the goods is transferred to him, an 
Obligation, or Nexum^ or Contract is created between the two 
parties, the buyer and the seller. There is created in the person 
of the seller, or the Creditor, the Eight to demand payment for 
the goods at the agreed upon time ; and also there is created in 
the person of the buyer or the Debtor, the Duty to pay for them 
at the fixed time. 

This Contract, or Obligation, therefore, contains within 
itself the Eight to DEMAND and the Duty to pay: and as these 
two are manifestly Inverse or Opposite to each other, if the 
Right to demand is Positive, the Duty to pay is Negative. Por 
a Duty may manifestly be called a Negative Eight, just as a 
Eetarding force may be called a Negative Accelerating force 
And here at last we have found the true meaning of the expression 
used by Mathematicians that Debts are Negative Quantities. 
Property is a Eight, but Debt is a Duty. A Contract, therefor^j^ 
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contains two opposite Quantities, the Eight to demand and the 
Duty to pay : and as these are created simultaneously, can only 
exist simultaneously, and can only be extinguished simultaneously, 
they are closely analogous to Polar Forces. 

Now the error of Thornton, Cernuschi, Euler, Peacock and 
many others, consists in this, that they consider the Debt to be 
an actual specific portion of the Debtor’s Money, or Goods, 
separated from his other property, and pleuged to the Creditor^ 
But this is a most important and fundamental error. The Debt 
as we have shewn already has been clearly pointed out in Koman 
Law, by Pothier, and many others, is the Pebsonal Duty to 
pay money : axid no doubt the Duty to pay at a future time is 
created : but it is not a Debt in presmii : it is only a Debt in 
futuro : it is not a Debt or dne until the period fixed for payment 
has come. And thej'efore until that period has come, it may be 
treated as absolutely latent, or non-existent. And even supposing 
that the Debt is payable on demand like a banker’s Notes, it may 
be treated exactly in the same way, until tlie Notes are actually 
presented for payment. But the Eight to demand, or the Credit, 
is the present Eight, or Property, of the Creditor, which may be 
sold and transferred like any other goods and chattels, and there- 
fore it is ^^ Pecunia'' and “ and 

forms the subject of a colossal commerce. And this Credit or 
Right can only be extinguished by being revested in the person 
of the Debtor from whom it originally emanated. 

Hence the true definition of Credit as an Economic Quantity, or 
an article of commerce, is the Present Right to a Fuim'e Payment 

We shall now see the importance of the error we have just 
noticed. If a Debt were Money, or Goods, in the Debtor’s 
possession, affected with the Negative Sign, and Pledged to the 
Creditor, of course if a man had no money or goods, he could 
not be in Debt, and insolvent, because he would have no oney 
or Goods that could be affected with the Negative Sign, or be 
pledged to the Creditor. But the Credit and the Debt are 
nothing but a legal Bond between the two parties, and are 
nothing more than a Pehsonal Eight to demand and a Personal 
Duty to pay : a man may have no Money and yet be in Debt 
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Tfee Creditor’s Bight to demand atid the Debtor’s Duty to pay 
eidst qnite irrespective of the fact that he has any money or 
not. If the Debtor cannot pay his Debt the Creditor’s Eight 
may lose its Value : but that does not destroy its existence, any 
more than a piece of Money would be annihilated, if placed in a 
situation where it could not be exchanged, and therefore, where it 
would have no Value. Smith himself says that if a guinea could be 
exchanged for nothing, it would have no more Value than a bill 
upon a bankrupt : but that would not destroy its existence as a 
material substance. So also in like manner, the Debtor’s inabilitj^ 
to pay does not in any way destroy his Duty to pay. 

This Credit then being Property may be sold, exchanged, 
bequearthed, or presented as a Donation to any one, precisely like 
any other merchandise or like Money. 

Hence by our very definition a Credit is Wealth. But 
the Debt is not Wealth, for it cannot be sold. Many persons 
would buy the Right to demand £100, but no person would ever 
dream of buying a Duty to pay £100. So hir as regards 
Economics, or the Science of Exchanges, the Duty to pay is an 
absolute nullity : it is not a subject of sale or exchange. It in 
no way impedes the Debtor’s Eight to sell any money or goods 
he may possess ; and it in no way prevents the Creditor from 
selling his Eight : hence it is to be entirely neglected as an 
Economic Quantity : what its real effect is we shall see presently. 

Now let us suppose that a Debtor owes £100, and is utterly 
insolvent. Then his Property is represented by —£100 i,e, the 
Duty to pay £100. The Creditor’s Eight is of course represented 
by 4- £100. Suppose that the Creditor presents the Debtor with 
his Bight to demand as a Donation, as he may do to anyone else 
or to him. Then the Debtor has now in his own person both 
the Duty to pay'' £100 or— £100, and the Eight to demand £100, 
or +£100: his Property is then — £100 +£100 : these two 
opposite Quantities, of course, cancel eacii other like +a and— a 
on the same side of an Equation ; the Contract or tlie Obligation 
is extinguished : and the Debtor is now freed from his Debt. lie 
is now £100 richer than before, though his Property is now = 0. 
And it is quite clear that this result has been obtained,, — ?wt hf 
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changing Money owed into Money possessed, as Peacock saySs 
because there has been no Money at all in the case — but by the 
Gift or addition of a Positive Quantity which cancelled the 
PNegative Quantity, and annihilated the existence of both 
Quantities. Like Polar Forces they ^vere created together and 
they vanish together. 

18. Hence it must be carefully observed that in Economics 
both Money and Credit, both the possession of actnal Money and 
the Bight to demand Money from some one else are denoted by 
4-^iOO : but —JlOO means solely ih^Dnty to pay money : and of 
conrse it is only the Right which can cancel the Dnty. The 
possession of Money can never cancel the Duty to pay it: for 
then, of course, no Debtor wonldeverbe bound to pay hi^ Debts. 
Hence it must be carefully observed in what case 4- ^100 will 
cancel— £100 in Economics. It does so when +£100 

denotes actual Money: nor will it do so when the +£100 
denotes a Right against any other person than the Debtor 
himself : because a person may hold another person’s acceptance, 
and yet be under an Obligation on his own acceptance. It is 
only in the case in which his own Creditor transfers to him the 
Rightof action against that +£100 can cancel the — £100, 

and simultaneously annihilate the existence of both Quantities. 
This consideration which the slightest reflection on the ordinary 
facts of the system of Credit will shew to be obviously true, is 
of the greatest practical importance. 

Hence we see that the Release of a Debt is exactly equivalent 
to a Gift of Money, or to Payment, 

This doctrine, which is expressly laid down in Roman Law, 
and is enforced by all Jurists, is of the greatest importance in 
commerce ; but we must reserve its fuller consideration until we 
come to the extinction of Obligations, or Credit. 

We shall now shew the strict propriety of calling Money 
and Credit Positive and Negative Capital. 

We have already shewn that the true character of Money is 
that it is a Right to a future payment ; and numerous Ec‘.o- 
nomists have said the same thing. Money is a Eight, but Debt 
is a Duty. And this exactly corresponds with the common 
Algebraical doctrine that Quantities passing/* through 0, change 
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llieir sign^/ ;Becatise wlien a' m^ has spent all Ms Money, Ms , 
Property being then 0, and then' runs into Debt, lie has ex- 
.hansted.aii Ms Mght to demand (-f-) and, has incurred , a, 

(-)• 

. ' Now ,a merchant’s Purchasing Power consists of his ■ Money 
AND his Credit. But he cannot purchase with his Credit without 
incurring a Debt ; that is without incurring the Duty to pay for 
the goods he buys with Ms Credit 

If he buys goods with .Money an dv sells them again with a 
Profit, he first replaces the Money he laid out, and the surplus is 
his Profit 

If he buys goods with his Credit, and sells them as before, 
with a. Profit, he discharges the Debt he has incurred, and the 
surplus is his Profit. 

In either case his Profit consists in the excess of his Property 
at the end of the operation above what it was at the beginning. 

If he trades with Money, he makes Capital of the realised 
Profits of the past : if he trades with Credit, he makes Capital of 
the expected Profits of future. In both cases he makes Pro- 
fits : hence by our definition both Money and Credit are Capital: 
but as they are Inverse and Opposite to each other if Money is 
Positive Capital, Credit is Negative Capital. 

By a somewhat curious coincidence of thought the early 
Algebraists, not comprehending the meaning of Negatives roots of 
equations, called tliem fictitious roots. Thus in the problem we 
gave of the father’s and son’s ages, the answer came out Negative^ 
which merely shewed that the question should have been stated 
in the opposite way to which it was done : and it should have 
asked, when the father’s age ivouUl he twice that of his son, in- 
stead of when it had been : and therefore as the Positive sign in 
that problem meant past time the Negative sign meant future 
time. But this root though Negative is equally a real root of 
the equation as the Positive one. So also many writers seeing 
the effects of Credit, call it fictitious Capital, and Money real 
Capital. But the fact is that, like the Negative, oi' fictitious, 
root of the equation, it is equally 7^eal as the Positive root, only 
inverse or opposite to it. Credit merely makes Capital of future 
Profits. * 
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20» It is a matter of considerable interest to discover wbat ii 
tlie proportion wbicli Money and Credit bear to each other in 
modern commerce. The difficulties, however, which prevent 
private inquirers from arriving at any reliable information are 
very great, and those opportunities which are presented by Par- 
liamentary inquiries into Commercial Crises are very rarely made 
use of for any but their immediate purpose. In the Report of 
the Committee, however, of the House of Commons on the crisis 
of 1857, there occurs an interesting statement by Mr. Robert 
Slater. Having analysed the operations of his house for 1856 
he gave in the following statement as shewing the proportions in 
which each million of payments and receipts were made in 
money, bank notes, and other Instruments of Credit — 


Receipts. 

In Bankers* Drafts and Mercantile Bills of Exchange c £ 

payable after date ..... 533, d96 
In Cheques on Bankers, &c., payable on demand . 357,715 
In Ccniitry Bankers’ Notes .... 9,627 

900,938 

In Bank of ISngland Notes .... 68,554 

In Gold 28,089 

In Silver and Copper . . « , ,1,486 

In Post Office .Orders .. . ■ « ■ . ■. . 933 

■ 99,062 

£^1,000,000 

Payments. 

By Bills of Exchange payable after date 
By Gheqnos on London Bankers 

By Bank of England Notea « , 

By Gold . ‘ . 

By Silver and Copper . ® 

£1,000,000 


, 302,674 ' 

. 663,672 

966,846 

« 22,743 

. 9,427 

® 1,484 

38,654 


Here we have it shewn that in this great house vvhich there 
IE no reason to suppose we may not consider a fail' representative 
i>i commerce in general, gold and silver onlytentered into the 
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receipts to tlie extent of 3 per cent, and' Bank of England Notes ; 
to tlie amount of about 7 per cent. ; tlie, remainuig; il'O per^^ 
being entirely in Credit, ' Of the payments, gold and .silyer ; were 
only 1 per cent, and bank notes 2 per cent. : the remaining 97 
per cent, being ejected by mere Credit. In Scotland .specie 
enters eren in a lar less degree into payments. This may give 
some idea of the stupendous power of Credit in this country. 

On the Transfer of Credit ot Debts. 

21 . Many persons when they see that a Bank note is transferred 
from, hand to hand like a piece of money, iniglit think that any 
Dtlier Debt might be sold or transferred with equal facility. 
Nevertheless there is considerable subtlety about the sale of 
Debts, or Eights of action, and it was only on November 3, 
1875, that it became legal in England for a Creditor to sell his 
Debt without the consent of his Debtor, so as to enable the 
Transferee to sue in his own name. We will give a short sketch 
of the rise and progress of the power of selling Debts. 

Property is of two kinds — 

1. Property in a specific chattel {jus in re) without being 
related to any one else, called also Dominiiim, When a person 
has such a sole and exclusive Eight in a thing he may sell or 
transfer it to any one else, in any way he pleases. Money is 
subject to this sort of Property: and hence a man ?nay freely 
sell and transfer his own money, or any other chattel. 

2. Property held in Contract or Obligation (jus in personam); 
where a person has a Bight, but in connection with, or relatioii 
to, some one else. 

But Property held in Contract is of two kinds — 

(a.) Where each party has Eights to receive and Duties to 
perform : such as the Mexum, or Obligation, between Lord and 
Vassal in fendal law : or that between Master and Servant at the 
pi*esent time. This is termed a Bilateral, or Synallagmatic, 
CbntTECt.' ■ Vvh ■' 

(5.) Where there is only a Eight to receive on one side and 
a Duty to perfoi;m on the other : such as the relation between 
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.Creditor and. Bebtorj or Landlord and' Tenant in modem times.' 
TMs is called a UNinATESAL Contract. 

NoWj formerly it was 'iield universally, tliat wlierever ' Pro--^: 
perty was held in Contract of either sort, neither party could 
substitute^ another person for himself, at his own will and 
pleasure, and without the consent of the other party to the 
contract, . . 

This rule must manifestly hold good in all Bilateral Ccii- 
' tracts ; because, ' as each ■ ■ side ' has a Duty to perf orm^ of ' course 
the person who has that Duty to perform, cannot substitute any 
one else to perform it, wnthout the consent of the other party. 

Thus so long as the feudal law retained its pristine rigour, 
neither the Lord nor the Vassal could substitute any one else for 
himself without the consent of the other party. So in the case 
of Master and Servant at the present day : a master cannot 
transfer his household to any one else without their own consent, 
as if they were cattle or slaves. Neither can a servant sub-* 
stitute any one else in his place without his master’s consent. 

The same principle originally held good when the Contract 
was unilateral, as in the case of Creditor and Debtor, The 
Creditor could not transfer his Bight of action against the Debtor, 
because the Debtor never agreed to pay any one except his own 
Creditor, It is a rule of law and of common sense, tha t no man 
can contract for another without his consent. Unless, therefore, 
the Debtor had agreed with the Creditor that he might transfer 
his Right, the Creditor luid no power to guarantee his Trans- 
feree that the Debtor would pay him. 

But, nevertheless, though this may he true in theory, the 
party in an Obligation of this form ivho has the Right to demand 
soon begins to insist upon the power of transferring this Right, 
like any other Property. And there is a very good reason for 
this. For in the Obligation, or Contract, of Debt, there is mani- 
festly a strong distinction between the two parties, the Creditor 
and the Debtor. The Debtor cannot substitute another Debtor 
for himself, because the Creditor may not have the means of 
knowing the solvency of the substituted Debtor. Therefore by 
the very nature of things, the consent of the Creditor is indis- 
pensabie to the substitution of a new Debtor. ^ for instance . 
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110 onfe Ban 'compel Ms Creditor to take payment of a. Bekt in, tlie 
notes of a' country banker.' But tbe case of .tbe, Creditor , is 
different. ; If a person really owes a debt and has tbe; means '.ol 
paying it/ it cannot make the slightest difference to hinij ■whethei 
he, pays. it to A or ' to B, 'provided, he can get a discharge" : for i%, 
and is not called upon to pay- it twice ' over. Hence it is evident 
that whilst the assignment of a new Debtor might seriously pre- 
judice the Creditor, the assignment of a new Creditor can be no 
real prejudice to the Debtor. ' 

The Eomans did not till a very late period adopt the practice 
of recording the evidence of Debts in written documents, the 
deliyery of which is equivalent to the delivery or transfer of the 
CreMt itself. 

Accordingly if the transfer of a Debt was to take place it 
was necessary for the three parties the Creditor, the Debtor and 
t5lie Transferee to meet together, and then they agreed before 
witnesses that the Creditor might transfer Ms Eight against the 
Debtor to the Transferee. When this was done the Creditor 
was discharged from his Debt to the Transferee, and at the same 
time he discharged the Debtor from his debt to him. The con- 
tract established between the Transferee and the original Debtor 
was termed a Novatio^ wad the assignment of the Debtor to the 
Transferee as a new Creditor was termed Delegation When this 
transaction was completed the Transferee might sue the Debtor 
in his own name, as there was now a privity of contract between 
them. 

But the Creditor could not transfer his Debt to any one else 
without the consent of the Debtor, because he could not under- 
take that the Debtor should pay it. 

In early Eoman times no one could sue as attorney for 
another. But in process of time this rule was relaxed, and 
parties were allowed to be represented by attorneys. The Trans- 
feree of a Debt was then allowed to sue as the attorney of the 
Transferor. 

But in the year 224 a.b. the necessity for this formality was 
abolished and by a Constitution of the Emperor Alexander 
Severns, the absolute freedom of the sale of Debts without the 
knowledge and consent of the Debtor was recognised and 
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ftllowe <3 . . And. : sinee that time ■ a Debt was ' as freely ' saleable „ as 
auy other chattel by the general Mercantile Law of all Europe. 

; This clears up .an obscurity; about .the ' law of.^ Bills, of ;Ex- 
change. It has sometimes been doubted when Bills of Exchange 
were. 'made;, transferable, as there .are no words of transferability 
in the earliest specimens of bills which remain. But the fact is 
that they required no words of transferability ; they were so by 
..the ..general. law of the. B,oman Empire. 

The rule of the Common Law of England with respect to 
the transfer of Debts was exactly the same as that of Eoine. A 
Creditor could not transfer his Eight to any one else so as to 
enable the Transferee to sue the Debtor in his own name, with- 
out the consent of the Debtor. But if the parties met and 
agreed to the tx-ansfer of the Debt, then the Transferee might sue 
the Debtor because there was a privity of contract between 
them. It was also held in a series of decisions extending from 
the reign of Edward III. to William IIL that if a Debtor, or 
Obligor, gave a written instrument made transferable to assignees, 
then that the Creditor might transfer this instrument to any one 
else, and that the Assignee might sue the Debtor in his own 
name. 

If, however, the Creditor transferred his Eight withoixt the 
consent of the Debtor the Transferee could not sue in his own 
name, but he might sue in the name of the Transferor. 

Equity however adopting the law of the Pandects' of Justinian 
always allowed the Creditor to transfer his Eight to any one else, 
and vfould compel the Transferor to allow tbe Transferee to sue 
in his own name ; or if that was not possible for any reason, it 
would allow the Transferee to sue in his own name. 

Such was the state of the Law until the passing of the 
Supreme Court of Judicature Act in 1878, which enacted that 
from the date of the Act taking efTeet, the Exiles of Equity should 
prevail over the Eules of Common Law wherever they condict. 
This Act came into operation on the 1st November, 1875; on 
which day the sale of Debts became absolutely free in England, 
and thus the Law of England is now the same as has been the 
Law of all Europe since the Constitution of Alexander beverus 
in ..224 A.n* 
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Upon Instruments of Cremt. 

22 . Credit, or.Debt, tBen being an Exchangeable. 
m Economic Quantity, a Commodity or Mercliandise, \viiicli ma,}' 
be bought and sold, cannot of course, in that form, be the subject 
'of manual delivery. , .The ; Greeks bit upon, the plan of , recorcliiig' 
this Eight upon a material, and when this was done, the Eigbf 
itself was capable of manual delivery, like any other Chattel. 

When the Eight is recorded on paper, this paper is in English 
Law termed an Instkument, and it must be observed that in this 
case the word Instrument bears a technical meaning which is 
often overlooked. 

The word Instrument has two meanings which are often not 
distinguished. Sometimes it means a tool, or means, or implement 
by which something is effected. Thus, Smith speaks of money 
as “ the great instniment of exchange ’’ or instmment of com- 
merce.” But also Bills and Notes are often spoken of as “ In- 
struments,” or as Instruments of Credit/’ or “ Instruments of 
Debt.” 

Now it must be carefully observed that in the expressions, 
Instruments of Credit ” and Instruments of exchange,” the 
word Instrument has two distinct meanings which are often 
overlooked. 

In Instruments of Exchange ” it signifies the means by 
which circulation or exchange is effected. In Instruments of 
Credit ” it means a Eecord,. or Document, of the Debt. 

In Eoman Law the word Instrumentiim means any evidence, 
whether oral, or written, by which the Court or a Judge is in- 
structed as to the merits of the case, or informed of a fact. In 
English Law however it is restricted to written evidence, and 
thus it is exactly equivalent to the word Dommenty which is any 
writing which teaches or informs the Ccmrt of a fact. It means 
simply a written record. 

This meaning is very common in ' English ; thus out of in- . 
numerable examples we may quote from is abundantly 

manifest by th5 instruments of both the kings by mutual 
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execiited.at^^CaM^ . TIiiis in . these . cases ilie,, word 
\in8tmment means a ' Bocnment, or Eecord. 

Hence an Instrument of Credit or Debt, means any . written 
evidence o.f ^a„Debt.r and, .in GonrtS; of Law and legal treatises: 
■ tliese docnments are invariably termed instriiiiients. 

' of Credit are of four forms. 

1 . ... Orders to . pay ' money « , 

Promises to p 

3. Credits in banks, termed Deposits. 

:: 4 A mere acknowledgment of a Debt usually' called an 

l:o,u. ■ ■ 

Many persons feel a difficulty in admitting sncb things as 
Bank Notes and Bills of Exchange to be Wealth, seeing that they 
are btit so many pieces of paper. But it must be observed that 
it is not exactly the Paper Document which is Wealth — that is 
only the evidence or the Eecord of the Eight ; it is the Eight 
itself which is the Economic Quantity or Wealth : it subsists 
and may be exchanged quite independently of any paper, and 
even if the paper is destroyed, the Eight is not destroyed: it 
may be written on a fresh piece of paper. So many persons are 
somewhat startled at calling so many figures in a banker’s ledger 
Wealth. But these figures are merely the evidence of the Eights 
which exist in the persons of the cush^mers of the banker, and 
they may be put into circulation at any moment by means of 
Cheques. These Deposits, therefore, or Credits in bankers’ 
books, are in real effect so many Bank Notes, and if one be ad- 
mitted to be Wealth the other must be so too. They are each of 
them nothing but Transferable Eights of action. 

These written Documents of Debt are often termed Instru- 
ments of Credit, and also Negotiable Paper : but the former term 
is far preferable because, since Bills of Lading and Dock Warrants 
have been made negotiable — like Bills of Exchange— they are 
included in the title of Negotiable Paper. We have pointed out 
the fundamental distinction between these two classes of paper 
documents, which is of the greatest consequence in Economics: 
and it can only lead to confusion to class under one denomina- 
tion documents of' such distinct natures : for as we have shewn 
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Bills.of Lading and Dock' Warrants are not of, tke nature ol 
.Credit' at .all . ■ , , 

instruments of Credit are in two forms. When "a .Creditor, las 
a Eight of action against a Debtor it may be, recorded in two 
ways. : 1. It may be in the 'form., of an OnDEE from the Creditor 
to the Debtor to pay him, or any one else he may name. 2. It 
may be a Pegmise emanating from the Debtor to pay his Creditor 
or any one else he may name. 

On Bills of Exchange and Pbomissoey Notes. 

23. In its most general form a Bill of Exchange is a letter 
from a Creditor to his Debtor, ordering him to pay (1st) a cer- 
tain sum of money ; (2nd) to a certain person : (3rd) at a certain 
event. 

The definition of a Bill of Exchange usually given is essentially 
defective : because it is usually said to be an Order from A to B 
to pay C, or order, a sum of money. Now it is true that all 
Bills of Exchange are Orders to pay money, but all Orders to 
pay money are not Bills of Exchange. 

It is essential to the nature of a Bill of Exchange that it 
should be addressed to the person who owes the money as a 
Debtoe. If the order be addressed to a person who merely holds 
the money as a Deposithm, as a Bailee, Trustee, Agent, or 
Servant of the writer, it is not a Bill but a Draft : and there 
are most important Economic distinctions between the two In 
strnments. 

The usual ibrm of a Bill of Exchange is as follows — 

£287ul5uS, London, May 4, 1875. 

Three months after date pay to myself {or A, B,) or order^ 
the sum of Two hundi^ed and eighty seven pounds fifteen shillings 
and eiglitpence for value received. 

William Smite, 

To Mr. John Cox, 

Linendrapor, 

Sirand, Ldbdosi. 
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^rTlie:Gredto the letter is termed, the Brawert 

the Debtor to whom it is addressed is termed the Drawee i and 
the person to whom it is to be paid is termed the Payee. 

It is the payee’s business on the first conyenient opportunity 
after he has received the letter to present it to tlie Drawee to 
know if he will pay it. If he agrees to do so it is usual for him 
to write his name with the word “ accepted ” across the face of 
the Bill : he is then termed the Acceptor. 

The drawer may make the bill payable either to himself or 
to his order : or to a third person or to his order. If it were 
made payable to tlie drawer only, or to a third person only, with- 
out inserting the words “or order,” the bill before tbe recent 
statute, could only be paid to the person named, and could not 
be transferred to any one else so as to enable him to sue in his 
own name — that is it could not be Negotiated, as it is termed. 
Such Instruments were said to be Non-Negotiable : whereas 
Instruments made payable to the Payee, or order, %yere said 
to be Negotiable, because they might be transferred to any on? 
else. 

But this distinction is now abolished : any Bill, whether made 
payable to order or not, may "be freely transferred, and the 
presentation of the Bill to the acceptor for payment is a sufilcient 
notice to him of the transfer of the Debt. 

When the words ®*'or order ” were inserted after the Payee’s 
name he was obliged to signii^ this order by writing his name on 
the hack of the Bill: hence it is called an Indorsement: the 
person who does it is called the Indorser ; and the person tc 
whom it is delivered is called the Indorsee. 

The Indorsee may, if he pleases, indorse it again to some one 
else ; and if he makes it payable to that person only, it is called 
a special indorsement, and can only be paid to Mm ; but if he 
delivers it oi^er to tlie Indorsee simply with his name written on 
the back, it is called a general indorsement, or an indorsement 
in blank. Its effect is to make the bill transferable by mere 
delivery, without any further indorsement, exactly like a bank 
note or money, and the bill is then payable to bearer like a 
bank note. 

Formerly indorsement was in all cases ilecessary to transfer 
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tlie ' pio,perty ■ m a Bill or Note : but this has long . ceased , to ' be 
the-Gase in Biaglish Law. It 'became the custom ,of. .merclmnts, 
in Englandj '..which has long acquired the fo.rce 'of Law,:..tbat . any 
I,nstraiiient of '..Credit indorsed in blank may be transferred .by'; 
simple deli very without any further indorsement. 

It is however still the custom to indorse them on a transfer — 
at least there are very few persons who would take them without 
indorsement. And the effect of the indorsement is this—that if 
the bill is not paid by the acceptor at maturity, and if the owner 
or holder of it gives immediate notice to any or all of the pre- 
ceding parties to it, he has the right to enforce payment of it 
from them. 

But this demand for payment must be made without delay, 
in almost all cases within 24 hours after the fact of non-pay- 
ment is known to the holder. If delay be made in notifying 
the fict and demanding payment from the parties liable, they 
are absolved, and the holder’s remedy is gone. 

Thus in modern practice, the indorsement is merely a limited 
warranty of soundness. There is no other difference between 
buying goods or money with a bill, with or without indorsement, 
than between buying any other such article as a horse, a watch, 
or a carriage, with or without a limited warranty. It is in ail 
cases a Sale. In the case of a bill taken without an indorsement, 
or a horse bought without a warranty, the sale is final and 
conclusive ; iu the case of a bill taken with an indorsement, or 
a horse bought with a warranty, the sale may be cancelled if the 
defect be discovered, and the demand made within the time 
limited, otherwise it is also final and conclusive. 

The general rule of English law now is that if any Instru- 
ment of Credit whatever, whether it be a Bank Note or a Bill of 
Exchange, be taken in exchange for goods or money in any 
transaction without indorsement: or if the period allowed for 
making the claim in the case of an ut'ipaid bill be sufiered to 
elapse, it is a final closing of that transaction, and the receiver 
has no remedy against the transferor, if the instrument is not 
paid. The payment is^ in fact^ in all respects as valid and final 
m if it were money. 

Except only in the case of fraud, where the payer knew tliat 
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■ the .banker, ' : or person, whose; Note or Bill ' he tendered was 
bankrupt or insolvent. 

It is usual in English bills to insert the words for value 
received,” but it is not necessary. In a recent case it was said 
that they have no more meaning than “ your obedient servant ” 
at the end of a letter, 

A Promissory Note is an absolute Promise to pay (1st) a 
certain sum of money : (2ndly) to a certain person ; (3dly) at a 
certain event. Itisusuaiiyexpressedthus-— 

^143,/4//9, London May 4th 1875. 

Three months after date I promise to pay John Stiles Jor order^ 
the sum of one hundred and forty three pounds four shillings 
and ninepeneey for value received, 

Timothy Gibbons. 

In this case Timothy Gibbons is called the Maher of the 
Note and John Stiles the Pay^e. 

Promissory Notes were in reality by the Common Law of 
England as valid as Bills of Exchange, in fact formerly it was 
quite as usual to draw Bills of Exchange in the form of Promises 
to pay as in that of Orders to pay. This however escaped 
observation, and a strange idea took possession of Lord Holt and 
the Court of King’s Bench in 1691—1704 that Promissory Notes 
were not recognised by the Law Merchant and the Common 
Law: in consequence of these decisions the Act, Statute 1704, 
c. 8, was passed placing Promissory Notes exactly on the same 
footing as inland bills of exchange, that is making them transi en- 
able by indorsement on each separate transfer. 

In the case however of Bank Notes (by which in Law is 
always meant Bank of England Notes), as these were always 
payable on demand, and the payment was quite secure, the 
practice of indorsement soon fell into disuse, and they passed from 
hand to hand like money. In the case of private bankers of 
good credit the indorsement was often omitted. But though 
the ceremony of indorsement was omitted as superfluous, that in 
no way altered the character of the Instrument, and the 
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feceiver ' of the ■ Note took it entirely at Isis own peril, and ran 
exactly tke' saine ' risk as ’ if' he took any other. Instrument ol 
: Credit withont .indorsement. 

On Banking Instruments of Credit* 

Bills of Exchange and Promissory Notes just 
described may be called Commercial Instruments of Credit, 
because they arose out of the transactions of merchants. The 
introduction of Banking into England gave rise to two new forms 
of Paper, which may be called Banking Instruments of Credit. 

The essential nature of banking ” is, as we shall shew here- 
after, to buy Money and Commercial Debts by creating Credit, 
or Debt payable on demand. When a customer had so much 
Credit at his account, the Banker would if he wished it give him 
a Promissory Note payable to bearer on demand, or at such 
other time as might be desired ; this is called a Banker’s Note. 

Or the customer might write a note to his banker desiring 
him to pay any sum at his Credit to any one or to bearer on 
demand or at such other time as he named. This was formerly 
called a Cash Note, but is now called a Cheque. 

On the Limits and Extinction of Credit. 

25. Id the jmeceding sections we have clearly shewn that 
Credit is the name of a certain species of Incorporeal Property, 
which is of the same nature as, but inferior in degree to, Money : 
and that it fulfils exactly the same functions as Money as a 
Medium of Exchange, or Circulation : also that it is Property 
cumulative to Money : that is, it is over and above, or additional 
to, the quantity of Money in use. In the following chapters we 
shall exhibit the actual mechanism of the System of Credit, and 
shew how it is the great productive or circulating power of 
modern times. Credit in fact is to Money what Steam is to 
water ; and like that pow’-er, while its use within proper limits 
is one of the most beneficial inventions ever devised by the 
ingenuity of man, its misuse by unskilful hands leads to the 
most fearful calamines. Credit like steam has its limits ; and 
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we have now to investigate the proper Limits of Credit, and the 
various methods bj which it may be extinguished. It is 
'‘UxEXTiNaui'SHEi) Gremt which, produces those, terrible. inonetarj.,' 
cataclysms which scatter ruin and desoktion among nations. It 
is by the excessive creation of Credit that over-production is 
brought about, which causes those terrible catastrophes called 
Oommerciai Crises : and the inability of Credit- shops to extinguish 
the Credit they have created — commonly called the failures of 
Banks— -is the cause of the most terrible social, calamities,, :of: 
.modern times: 

The true Limits of Credit may be seen from the etymology 
of the word. Because all Credit is ^Pnrmise to pay sometldng in 
future. And that “ something,” whatever it be, is tha Value 
of the promise. That something need not be Money. It may 
be anything else. The practice of interest, or usury, was in force 
before the invention of Money. It may be a promise to do some- 
thing. As an example of this we may take a postage stamp, wdiich 
is a promise by the State to carry a letter. And this service is the 
Value of the stamp. Now every one knows that a postage stamp is 
a valuable thing. It passes currently as small change. People 
take postage stamps as equivalent to pence, because they often 
wish to send letters by the post. Postage stamps are Credit : and 
the regulation that they may be converted into money at any post 
office makes them in all respects part of the Currency oi* the 
country. They are in fact U. note.s. 

The only real difSculty in the case is to comprehend that 
the abstract “ Promise to pay ” is independent exchangeable pro- 
perty, quite distinct from the thing itself ; and it may circulate in 
commerce, just the same as the thing itself. Every one can see 
the truth of this by his own experience who sees Bank Notes, 
Cheques, Bills of Exchange &c. circulating to the amcmrit of 
hundreds of millions, and performing the functions of Money. 

But of course, it is manifest that the Value of the Promise 
is the Thing itself: and consequently if the thing itself fails, the 
Promise has lost its Value. This consideration, therefore, at 
once indicates the Limii of Credit. Assuming Credit to be, 
what it is in its best known form in this country, the Promise to 
pay money, it is quite clear that every •future payment has 
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n Frfsent Value. Consequently whenever the possession oi 
Money at a future time is actually certain, the Eight to receive 
it is an exchangeable Property, which may be bought and sold* 

Commercial Credit, however, does not rest upon so solid a 
basis as the certainty of being in possession of Money, for then it 
would be as safe as Money itself, and losses would be iinknoum* 
It is based upon the expectation of receiving Monej^ at a certain 
time, A trader buys goods, and gives his Promise to pay money, 
upon the reasonable expectation that he will be able to sell them 
for Money before the bill becomes due : or at least that he will 
be in possession of Money before that time. That is he produces j 
or brings and offers them for sale, in the hope that they will be 
oormimed or bought. If he brings forward for sale more of 
any species of goods than is suitable to the circumstances of the 
time, so that they cannot be sold at all, or if they are obliged 
to be sold at a lower price than they cost, that is over-production. 
He must then pay his Bills out of any other means tliat he may 
possess, and if he has no other means he is ruined. 

In times of great speculation, and great fluctuation of prices, 
there is an exceeding danger of over-production by means of 
Credit, especially by that abuse of it called Accommodation 
Paper, %vhich we shall describe hereafter. A new channel of 
trade is opened perhaps, and the first to take advantage of it 
make great profits. Multitudes of others, hearing of these 
great profits, rush in, till dealing on Credit. The. market is over- 
stocked, and prices tumble down, and the Credit created to 
cany on these operations cannot be redeemed. Not only are 
the speculators ruined, but also frequently the Banks which 
created Credit by discounting these bills. 

/ '-V The institution of - Banks and Bankers who create Currency;: 
by means of their Credit, either in the form of Notes, or 
Deposits, gives a great extension to the Limits of Credit But, 
nevertheless the Principle of the Limit remains the same. The 
increased quantity of Currency they can issue by means of their 
Credit, enables them to lower the Bate of Discount. These 
Bank Credits take the place of Money, and servo the purposes 
of Money, for all internal transactions. When a banker has 
created these Credi*is, or Debts, by buying Commercial Debts^ 
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those who are indebted to the banker must obtain a sufficiency 
of Money, or of other bankers’ notes, or of the Banker’s own 
Notes, or Credit, to discharge their Debt. If this be done the 
Credit has been sound; payment in all these forms being 
absolutely equivalent. Hence we see' that Credit is never 
excessive, no matter what its absolute quantity is, so long as it 
always returns into itself. 

On the Extinction of Cebbit or Debts. 

26. We have now to consider the various methods by which 
Credit, or Debt, is extinguished. Credit being the Eight to 
something to be paid or done, of course the Paymeni? or the 
Performance of the thing promised extinguishes the Credit, or 
Debt. Commercial Credit in this country is always expressed 
to be payable in money : and it is often supposed that Bills of 
Exchange are always paid in money. But there are several 
methods by which Credit is extinguished besides payment in 
money. And in this country the quantity of Bills of Exchange 
which are paid in money is infinitesimal compared to those paid 
in other ways. We have now to examine the various methods 
of extinguishing Obligations *. these are— 

1. By Eeiease, or 

2, By Payment in Money. 

8. By Renewal, Transfer, or Novation, 

4. By Set off, or Compensation. 

On Release or Acceptilation. 

Wm.. Euler, as have seen above, says that if a man has 
nothing in the world and even owes 50 crowns it is certain that 
he has 50 crowns less than nothing. He also says that if any one 
makes the Debtor a present of 50 crowns to pay Ms Debt, he 
would still be only at the point 0, though really 50 crowns riclier 
than before. 

Euler is right so far ^ but as we observed he has only stated 
half the case : because the same result may be attained in 
another way* ^ 
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.. .. .Suppose his':' Creditor Meleases Mm from Ms Debt, liis Properly 
would .tlien == O 9 and he would, also be 50 .crowns .richer .than 
before. 

Hence this example shews that the Melease. of a DeM is ex- 
actly, the same thing as' a Gift of Money, ' A principle ' of great 
importance in commerce; . 

So it is said in the Digest — “ He gives a profit to another wlio 
frees him from an obligation: he 'who . is .freed; is made 
although nothing 'is truly added . to him : jet he is. iicher ih r tMs'.. 
that nothing is taken away from him.” 

And also — “He who is freed from an obligation seems to 
have gained something.” 

So'Pothier says— “ A Belease is a Donation.” 

So also Ortolan — “ The Belease from a Debt is always classed 
as a Donation in Boman Law.” 

So Von Savigny — “A simple contract or the Belease of a 
Debt may be the subject of a Donation.” 

“The increase of Wealth may result from a Credit given to 
the Debtor, or the Belease of a Debt.” 

“ Every Belease of a Debt enriches the Debtor. The amount 
of the Donation is always equal to that of the Debt, even though 
the Debtor is insolvent. Although the Belease from a Debt 
destined never to be paid seems a thing of no consequence, the 
augmentation of Property does not the less exist. In eiFect not 
only does Property represent a quantity always indeterminate, 
but its total Value also can either be Positive, or Negative, 
[Negative Property is a Negative Eight i.e. a Duty or Debt]. 
If, then, Property is reduced to a Negative Value, the diminution 
of minus is, in Law, a change identical with the increase of plus 
for a Positive Value.” 

“ The Belease of a Debt always constitutes a Gift equal to 
the amount of the Debt, even though the Debtor is insolvent.” 

This vesting of the Bight to demand and the Duty to pay in 
the same person was called Confusio in Boman Law. 

How Ooufitsio extinguishes a Debt has given rise to much 
subtle speculation, and for centuries has puzzled Divines and 
Jurists. For the Divines alleged that a Right once created can- 
not be destroyed ; •and the Jurists said that the Right being tran»“ 
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ferred .to " tlie ^ Debtor, lie cannot sue Mmself, an therefore, tlsf 
Debt is extinguislied. 

This explanation, however, is not satisfactory, becanse^ in^ 
many cases a man can sue himself. He may fulfil two characters; 
and ill one character he may sne himself in another character. 
And moreover, this would shew only that the Eight was in abey- 
ance .not that it waS' extinguished. ■ .And Jurists have shewn that 
.■•there are cases .in wdiick the Eight and the Duty have afterwards, 
separated, although they have vested in the same person. The 
considerations however we have presented will give a complete 
solution of the case. ■ ■■ 

The Eelease of a Debt may take effect in two ways ; either 
as the Creditor agreeing to destroy his Eight ; in which caSe the 
Duty is destroyed with it : or else as the Gift or Transfer of his 
Eight by the Creditor to the Debtor. The practical result, of 
course, is the same either way, and the operations may be ex- 
hibited thus. 

Of course Creating and Destroying being Inverse Operations 
may be represented by -{- and — • Hence to Create a Debt may 
be denoted by -f ( — £b0). 

Debts are always created by an exchange. Suppose that a 
man incurs a Debt of ^50, by borrowing ^50. As it is a 
Mutuum^ the become his Property ; but at the very same 
time is created the Duty to pay them; consequently his Property 
will be represented thus — £50 (•— £ 50 ), or £50 — £ 50 , i.e. he 
possesses £ 50 , but also coupled with the Duty to pay £ 50 . 
Suppose he wastes or spends the £50 ; he will then be in Debt 
£50, or his Property will be — £ 50 . 

Now if to Create a Debt be denoted by # ( £50) then of 

course to Destroy oi Caned a Debt will be denoted by — ( — 
£50). 

But- (-£50)= +£50. 

Which shews that to Cancel a Debt is exactly the same thing 
as to make a Gift of so much money. 

If therefore the Creditor releases or cancels the Debt of £50, 
then the I)ebtor\s Property is — •( — £ 50 ) or + £50. That is he 
is now £50 richer than he was before, though Ms Property is 
now 5=0, -- 


WHEN -f:g50 OANCEI.S — :g50. 


115 


other- way. The' Gredi1^: 0 r 'Eight of 
action, being a Chattel, Goods, or a Commodity, may be -the sub-* 
ject of a Donation, or Gilt, exactly like any other Cbattel, or 
Goods, or Commodity. The Creditor may present his Eight of 
Action, 4- i^50, as a Donation to his Debtor as well as to any one 
else. Then the Debtor’s Property will be — ^50 + J50. 

These two Quantities cancel each other exactly like -i- a and -—a 
on the same side o£ an equation, and they vanish together. 
The Eight is not in abeyance, it is absolutely extinguished : and 
the 4-^50 ceases to exist as an Economic Quantity as well as 
the — ^50, or the Debt : and thus the Obligation is absolutely 
extinguished. 

But it is only in the case in which the person has the Eight 
to demand from himself as well as the Duty to pay to himself 
that the Contract is extinguished. Because a man’s Property 
may be represented by — £50 4- £50, and therefore, for practical 
purposes, only = 0, and yet these two Quantities will not ex- 
tinguish or cancel each other. 

Suppose a person owes A £50, and at the same time holds 
£50 of a banker’s Notes. In such a case his Property is £50 ■— 
£50, and in substance=0 : but in this case the 4- £50 and— £50 
do not cancel each other, and the 4* £50 is not extinguished as an 
Economic Quantity. For he may pay them away in commerce. 

Suppose a Banker A holds £100 of another banker B’s 
Notes: and B also holds £100 of A’s Notes. Then the Property 
of each banker is4-£l00— £100 : but in such a case the-f£l00 
and the— £100 do not cancel each other: and though it may be 
said that the Property of each banker, so far as these Notes are 
concerned is = 0, yet there are in existence £200 of Economic 
Quantities. 

Hence it must be carefully observed that it is only when the 
Eight and Duty emanate from the same source, and when they 
are again revested in the same source from which they emanated, 
that they are extinguished and cancelled as Economic Quantities, 

We will only mention another case in which the Eeiease of a 
Debt is equivalent to a Payment in Money. Suppose a Bank 
issues Notes which circulate among the public. Suppose the 
Bank proposes to mcrease its Capital, and invites subscriptions. 
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Then if the holders o£ its Notes wish to subscribe, they may pay 
.the'.:Banh*s .own' Notes to it as. their, subscription, ^ That. is they; 
Eelease^ the B.ank.' irom its Debt' to them : and this is ..increase:.©! ■ 
Capital to the Bank, 

.Or if a Guatomer of the Bank -wishes to subscribe, he. simp, ly.' 
gives the Bank a Cheque on his' account that is he. Eeleases; 
the.Bank from its Debt to him: and that is increase of Capital 
. tO '.the Bank, exactly -as the payment of so much Money. ' As the ; 
Digest says — Eelease has the same effect as Payment;"’ 

On Payment in Money, 

28 . The preceding considerations will easily explain how a 
Debt is extinguished by a Payment in Money : which very few 
persons have ever thought of. 

Suppose a person possesses ^100, but owes ^150 ; then his 
Property will be represented by i^lOO— £50. 

His Creditor’s Eight to demand will be represented by4-£50« 

When the Creditor demands payment of the Debt, an ex- 
change takes place. The Creditor transfers to the Debtor his 
Right to demand -f- £50, and the Debtor gives the Creditor £50- 
in money. 

The Debtor’s Property is then £50— £50 + £50 ; or £50 in 
Money, together with the Eight to demand £50 from himself and 
the Duty to pay £50 to himself. These two Quantities cancel 
and extinguish each other as before : the Eight to demand, + 
£50, is now extinguished ‘ as an Economic Quantity, and the 
Debtor’s Property is now £50, 

The transaction is, therefore, shewn to be a Sale or an 
Exchange, 

Thus as the Obligation, or Contract, was originaliy created 
by the Loan, or Sale, of .the Mutuum, it .is., annihilated.- by -'the:' 
Sale or Exchange called, Payment; -Hence' the. Obligation 
..-created by one Exchange, and:is;.annihilate.d .hy another*;;.: 
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Eenewal or TraksieBj or UoTATioa. 

' The term Novation^ in' Eoman Law was applied to siih* 
stitntijQg a new Obligation for the femer one. But this took 
place, in two ways — 

' 1. When the Debtor himself gave a new Obligation, which 
the ■ Creditor accepted in lieu of the former one, which was thereby 
cancelled. This is called by us RemwaL 

% When the Debtor transferred to the Creditor an Obligation,, 
or Debt, or Credit, which was due to him from some one eise^ : 
if the Creditor agreed to receive 'this, he thereby discharged his 
own Debtor, and. agreed to take the Debtor’s Debtor as his Debtor : 
and tlien his Debtor was discharged— unless he retained liis Right 
against him as a surety. 

’ A familiar instance of this is wimre a person pays Ills Creditor 
by giving him a banker’s Notes. If the Creditor eoiiseiits to re- 
ceive them, Iiis Debtor is dLscharged, and the banker is now the 
Debtor to the new Creditor, 

Or suppose that a Debtor and his Creditor are both custoiners 
of the same bank. The Debtor gires Ins Creditor a Cheque 
on his account. Tlie banker transfers the Credit from one 
account to another. Tliat is a Novatio, The banker is freed 
from his Debt to the Transferor, and becomes Debtor to the 
Transferee, and tlie Transferor is Ireed from his Debt to the 
Transferee. 

When the Debtor expressly consented to the transfer of the 
Debt, it was called a Delegation and the Debtor was said to be 
Delegatus, 

The Novatio was also called Transfusio, 

The Novatio was the sjime thing as a Payment in Money. 

As is said in the Digest— “ The term Payment includes not 
only Payment in hloney, but also the Transfer of a Credit,” 

This kind of Novatio is also termed an Exchange ” in coiU’- 
merce, when effected by persons living in different places, A 
person living in one place may be Debtor to one person living in 
anotlser place and Creditor to another person living in the same 
place. If these Debts were to be settled by Payments m Money^ 
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It is evident tliat it would require two transmissions at ^ consider- 
able expense. The matter may evidently be settled by the 
Creditor Eving in the first place giving his Creditor living in the 
other place an order upon his Debtor living in the same place. 
It is exactly the same thing in principle as a person paying a 
Debt by giving his Creditor a Cheque on his banker. The mass 
of reciprocal transactions of this nature which takes place between 
different countries is called the Foreign Exchanges, a subject we 
shall have to investigate fully in a future chapter. 


On Set-off, or CoMPENfeSATiOB. 

30. If two persons are mutually indebted, each may claim 
that the Debt he has against the other shall be taken in payment 
of the Debt he has to pay. If the mutual Debts are equal, each 
is payment of the other, and the parties are released by Set Off or 
Gompensation. If one Debt is greater than the other, a payment 
in Money of the balance only is necessary. 

We will now give a few examples of the operation of Com^ 
pensatmi in the modern system of Credit. 

Suppose that two bankers issue Notes, and each banker gets 
possession of an equal quantity of the othe^^s Notes. Then of 
course each has a Eight of Action, 100, say, against the 
other, on the other’s Notes, and each has a Duty to pay, 
— £100, his own Notes, While the Notes of each are in the 
hands of the other, there are of course £200 of Rights of Action, 
or Credit, or Debts, or Economic Quantities in existence. But 
when they meet to adjust the payment, each transfers to the 
other the Eight of Action he has against him, in satisfaction 
and payment of the Debt due from himself. By this means 
each has the Eight of Action against himself, and the Duty to 
pay himself. And thus as we have seen already both Contracts, 
or Obligations, are extinguished ; and the £200 cease to exist as 
Economic Quantities. 

So as another example, we may take the case of a banker 
discounting a merchant’s Acceptance, and issuing Notes. Sup- 
pose that when the merchant’s Acceptance fai& due he has got 
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lato :His poBsessi^^ equal ; amount of the hanker’s Notes. 
.When the banker , demands payment of the merchant’s Aecep- 
.tancey the : merchant tenders him an equal amount of his own 
Notes. Each, then, has now got the Bight of Action and the 
:I}uty::to pay himself, vested in himself: and consequently the 
two Contracts or Obligations are annihilated. 

, ; Or suppose that two merchants have given Acceptances to an 
equal amount, and payable ■ on the same day, and that eacli 
Acceptance falls into the hands of the other merchant. Tlieji on 
the day of payment each tenders to the other his own Acceptance 
in payment of the Debt due from himself. Each has then the 
Eight to demand from himseF and the Duty to pay himself, 
vested in himself: these two Quantities cancel each other as 
before, and the two Contracts or Obligations are extinguished. 

Or suppose that a banker discounts the Acceptance of one of 
liis customers : ou the clay it falls due he simply writes olF from 
his customer’s account the amount of his Acceptance. Thus 
these two Debts mutually cancel each other as before. 

The earliest instance of which we are aware of the Theory 
of Compensation being carried out on a great scale is mentioned 
by Boisguillebert, the morning star of modern Economic science. 
Pointing out the true nature and use of Money lie shews how 
Credit supplies its place, and describes the fairs at Lyons where 
the merchants used to balance their Debts. The merchants in- 
stead of making their bills payable every three months or so, by 
which they would have had to keep a large stock of bullion un- 
employed ready to meet them, made them payable only at the 
fair of Lyons, The bills circulated throughout the country, and 
got perhaps covered with indorsements. At a certain perifid 
during the fair the merchants met lor a general settlement of 
accounts : and Boisguillebert says that by this means trauBac- 
tions to the amount of 80. millions were settled by simple Com- 
pensation, without requiring a sou in money. 

Thus we see what a prodigious extension of the system of 
Credit, the means of extinguishing Credit by other methods than 
payment in money gives. And having explained how Credit is 
created, exchanged or sold, and extinguished, we shall in the 
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twofonowiBg^cliapters' exliibit themecliaiiism of tlie great .System^ 
of Credit.- 

.The , System of Credit is ■■divided into , two great , brandies, 
Commercial Credit and' Banking' Credit. In,, the .first, .merdiants 
buy. commodities by means of Credit, payable at a. certain, time 
iifter; date. 'The second is where bankers buy these Commercial 
D(3bts, or Credits, by creating Credits of their own payable on 
demand , Commercial Credit is always created terminable, nt a 
.iked time..' and is always intended 'to be extinguished at 'that 
■time. ' .Banking. Credit is usually created' payable oH' demand', 
and iiiust.be. capable of being paid, if-demanded. .But ' it is. .not, 
mlended ' to be ' extinguished i on the, contrary it is created with: 
the hope and expectation that it will not be extinguished, but 
that it will continue in existence and do duty as Money. There 
is no necessity that it ever should be extinguished. It may be 
transferred from one account to another in the same bank, and 
from one bank to another to the end of time. It is perfectly 
possible that much of the Banking Credit which exists at the 
present day, may have been originally created by the very first 
banks founded in this country, and there is no necessary reason 
why it should not continue to the end of time. Money is a very 
expensive machine to purchase and keep up : but Banking 
Credits cost notliing to create, and they may be absolutely m- 
desiU'iictible. 
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CHAPTEE ¥. 

OK COMMERCIAL credit. 

L Goods or commodities in tlie ordinary course of business pass 
tbrougb tlie following hands — ^^Ist the foreign importer: 2dly 
the wholesale dealer: 3dly the retail dealer: 4thly the cus- 
tomer or consumer. To the first three of these persons these 
goods are Capital ; because they import, manufacture, or buy 
them for the purpose of selling them again with a profit : the 
fourth buys them for the sake of use or enjoyment. The price 
the ultimate consumer pays for them, must evidently be sufficient 
to reimburse the original expense of production, together' with 
the profits of tlie three succeeding operations. 

Now leaving out of the question at present how the importer 
of the goods gains possession of them, which concerns the foreign 
trade of the country, which we do not touch upon here — if he 
sells the goods to the wholesale dealer for ready money, he can 
of course immediately import or produce a further supply of 
goods in the room of those he has disposed of. In a similar way 
the wholesale dealer sells to the retail dealer, and if he were paid 
in ready money, he might immediately effect further purchases 
from the merchant to supply the place of the goods he had sold. 
So also if the retail dealer were always paid in ready money by 
his customer he might replace the part of his stock that was sold: 
and so if everybody had always ready money at command, the 
stream of Circulation or Production, might go on uninterruptedly 
as fast as Consumption or Demand, might allow. 

This however is not the case. Few or no persons have 
always ready money at command for what they require. Very 
few traders can commence with enough ready money to pay for 





:a!i'tlaeir''^ tiie stream of circulation or,, prodiic-' 

tion were to stop until the consumer had paid for the goods in 
monejy it would he vastly diminished. 

Now let us suppose that the merchant, having confidence in 
the character of the wholesale dealer, agrees to sell the goods to 
him, but not to demand the money for them till some time after- 
wards. He accordingly parts with the Property in the goods 
to the wholesale dealer, exactly as if he had been paid in money, 
and receives in return the Bight to demand payment at some 
time after date. Now the very same circulation of goods has 
taken place as would have been caused by Money. The only 
difference is that the actual payment is postponed, and for this 
the merchant charges a certain price. This Debt may be 
recorded in two ways ; it may be simply recorded in the 
merchant’s books, or else in a Bill of Exchange. But it is quite 
clear that the Property is absolutely the same in v/hiehever form 
it is, though one form may have more conveniences than the other. 

In a similar manner the wholesale dealer may sell for Credit 
to the retail dealer, and this Debt may be recorded in two 
forms, like the first, either as a Book-debt, or in a Bill of 
Exchange. As in the former case, the same Girculatifin, or 
Production has been caused by Credit as by Money. Lastly 
the retail dealer may sell to his customer on Credit, and tins 
Debt may also be recorded in two forms, either as a Book- debt, 
or as a Bill of Exchange. In this latter case the Debt is very 
seldom embodied in a Bill of Exchange : it most frequently rests 
as a Book-debt. But in this case as well as in the former ones, 
Credit has had precisely the same effect as Money in circulating 
the goods. Hence we see that Ci'edifc has had precisely the 
same effect as Money in circulating the goods from the merchant 
to the consumer. Moreover we see that the passage of the 
goods through these various hands has generated a Debt at each 
transfer. Supposing the merchant sold the goods for a Debt of 
£100 to the wholesale dealer, the wholesale dealer would 
probably sell them for a Debt of £140 to the retail dealer, and 
the retail dealer would sell tliem to different customers for Debts 
not less probably in the whole than £200. Hence we see that 
die successive transfers of the same goods ha7e generated Debt® 
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to the amotmt of i!§440 : thereby exemplifying the distinction 
we have already pointed out between Credit and Bills of Lading : 
because if the goods had passed through twenty hands, the same 
Bill of Lading would always have accompanied them. 

2, Now the Debt for which the merchant sold the goods to 
the wliolesale dealer is no doubt valuable Property to him, 
because he- knows that it will be paid in due timCo It may 
moreover be exchanged for anything else, like any other pro- 
perty, if any one will take it. But it is of no immediate use for 
what the merchant oi manufacturer probably wants at the time, 
namely, Money to buy more goods, or to pay wages &c. More- 
over though he may be quite satisfied as to the safety of the 
Debt, from his knowledge of his customer, it does not follow that 
others who don’t know him will. Consequently sucli a Debt 
would not be well adapted for general circulation, and tlnn-efore 
it would be of no use towards further Production. In a similar 
way the Debt for which the wholesale dealer sold the goods to 
the retail dealer, would not he well adapted for general circula- 
tion and therefore could not conduce fuidher to Production. 
The Debts clue by customers to retail dealers seldom do conduce 
to furtlier production, because they are most frequently merely 
in the form of Book debts. 

Now the merchant would probably sell to a great number 
of wholesixle dealers wdiose Debts would fall due at different 
times, and therefore a certain stream of money would always 
be coming in to enable him to continue Production. Similarly 
the wholesale dealer would sell to a great variety of retail dealers 
whose Debts w’^ould fall due at various periods, and so a certain 
stream of money would always be coming in to enable him to 
continue Production, Similarly the retiiii dealer sells to a 
great variety of customers, a great many of whom pay him ready 
money at the time of the purchase, as casual buyers, and his 
customers too pay him money, by which he can continue to 
make purchases and keep up the stream of Production. And 
therefore this would greatly facilitate Circulation or Production. 

Credit so far even as this would be of great assistance to Pro- 
duction, and the vast amount of it generated in this manner 
would be valuable Property to its owners. But it is maniiest 


124 


THE ELEMENTS' OW BANEINa* 


that it would be o£ no further immediate use to them* It 
might therefore be aptly compared to so much dead stock. 
The next grand improvement would be to make this dead stock 
negotiable, or exchangeable. The next great step is to make 
the Debts themselves saleable commodities : to sell them either 
for ready money, or for other Debts of more convenient amount^ 
and immediately exchangeable for Money on demand, and there- 
fore equivalent to Money. 

■ 3« There are two classes of traders whose especial business 
is to buy these coinnierciai Debts, and so to give activity and 
circulation to this enormous mass of valuable property, and to 
convert it from dead stock into further Productive power. The 
first class of these traders are called Bill Discounters i.el hiyers 
of Debts they buy these Debts with money. The second class 
are called Bankers ; and they buy these commercial Debts, by 
creating other Debts payable on demand. 

Banks, then, as far as regards our present subject, are shops 
opened for the purpose of buying these commercial Debts. The 
merchant draws a bill upon the wholesale dealer, who accepts it, 
and thus becomes the principal debtor on the bilL The merchant 
then takes the bill for sale, or discount, as it is technically 
termed, to his banker. It is usual to make bills payable to 
the drawer, or his order, which is signified hy his writing his 
name on the back of the bill. The merchant therefore writes 
his name on the back of the bill, and sells it to the banker, and 
this operation is termed Indorsing the bill. But the indorse- 
ment has another efifect besides merely assigning over the Debt 
to the banker, for unless specially guarded against, it makes him 
a surety for the payment of the bill, in case the acceptor does 
not pay it. The effect therefore of the Indorsement, is a Sale 
of the Debt, with a warranty of its soundness. But this warranty 
is not an absolute one, but only a limited one, as has been 
explained above.- The banker, therefore, buys this Debt with 
a limited warranty of soundness by creating another Credit, by 
writing down the amount to the credit of his account, which 
Credit is called a Deposit ; at the same time charging him with 
the discount, and gives the merchant power to draw upon him 
■at : pleasure ; and at demand, ' Thus we see th^t the Banker hai 
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botiglat; one Bebt^ wbiob is valuable Property, by creating anotber ■ 
Debt, wiiicli is also valuable Property, and is equivalent to 
ready money to tlie mercliant. And it must be observed that 
ibis is not a cancelment of Debts, as many suppose, but an 
of valuable Properties. 

4. The merchant has, however, a great many similar Debts, 
because he has sold to a great many wholesale dealers, and he 
will probably want to sell these in a similar way to his banker. 
The merchant will therefore indorse each of them over to his 
banker, thereby making each of the acceptors the principal debtor 
to the banker, but at the same time becoming himself responsible 
if any of them fail to pay his Debt. If therefore the banker 
discounts the bills of 20 acceptors, he will have 20 principal 
debtors, who are each of them bound under the penalty of 
commercial ruin, to pay their debts when they are due. The 
merchant however, is surety for each of them, and as it may 
happen that oiit of so many, some may make default, the banker 
nsually stipulates that the merchant shall leave a certain amount 
of Deposit on his account by way of additional security, if any 
acceptor then makes default the banker immediately debits the 
account of the customer with the amount, and gives him hack 
the bill. Thus to a certain extent the hanker always keeps the 
means of paying himself in his own hands, besides having his 
customer’s name on the bill, which makes his whole estate liable ; 
and even should his customer fail, he retains the right to have 
his Debt paid out of the estates of both the principal and surety. 

The wholesale dealer has given his acceptance for the goods, 
and he sells them to the retail dealer and takes his acceptance 
for them. In a similar manner he wishes to sell this Debt to 
his banker, and so convert it into Productive Capital. A 
similar transaction takes place as in the former case. The whole- 
sale dealer sells the Debt of the retail dealer and becomes him-* 
self surety for its payment to his banker. The banker jilso buys 
this Debt by creating another Debt payable on demand, which 
is equivalent to ready money. 

The retail dealer may also draw upon his customers, though 
this is comparatively rare, because customers are generally 
beyond the pale oi commercial law. 
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By these means we see that the dead stoch of eemmercial 
Debts is converted into Productive Capital The merchant and 
the wholesale dealer have now the Ml command of ready money 
for any purchases they require, and can continue the stream of 
production without interruption, and as their bills fall due, all they 
have to do is to give an order on their banker* 

5* These are the fewest number of hands that goods in the 
ordinary course of business pass through, and it is clear that in 
their f)assage from the manufacturer to the customer they will 
give rise to at least two bills, sometimes to three. . They are 
all regular business bills, they originate from real transactions, 
and they are what are called Eeal or Yalue Bills, and they are 
what arise out of the regular and legitimate course of business, 
and are the great staple of what bankers purchase. It is a very 
prevalent belief among commercial men, that business bills are 
essentially safe, because they are based upon real transactions 
and always represent property. But the foregoing considerations 
will dispel at once a considerable amount of the security supposed 
to reside in commercial bills on that account, because we have 
seen that in the legitimate course of business, there will generally 
be two bills afloat, originating out of the transfers of any given 
amount of property, so that in the ordinary way there will be twice 
as many bills afloat as there is property to which they refer. 

6. We must refer to the next chapter for an exposition of 
the mechanism of banking, shewing how the creation and ex- 
change of Debts is made in modern commerce to perform the 
part of money. We will only observe here, that the manu- 
facturer, the wholesale dealer, and the retail dealer, may all be 
customers of the same bank, and if they all have their bills 
discounted by it, it will purchase a whole series of* Debts arising 
out of the transfers of the same property. 

The above operations are only what arise in the. ordinary 
course of business ; it may sometimes happen that property may 
change hands much more frequently, and at every transfer a 
bill may be created. Hence when the Credits are very long, 
and the transfers numerous, it is easy to imagine any number 
of bills being created by repeated transfers of the same pro- 
perty. In times of speculation this is parMculatiy the case 
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Now all tliese Mils are tecliBicaily Commercial or Eeal Billsj but 
it is evidently a delusion to suppose that there is any security in 
tliem on that account. The fact is that the whole misconception 
arises from an error in the meaning o£ the word represent/' 
A Bill of Lading does, as we have said above, represent Pro- 
perty, and wlioever has the Bill of Lading, actually has so 
much property. But a Bill of Exchange does not represent 
goods at ail* It represents nothing but Debt ; not even any 
specihe money. It is ; created as a substitute for Money, 
to transfer Property, but it does not represent it any more 
than Money represents it. This was long ago pointed out by 
Mr. Thornton in his Essay on Paper Credit — ‘Mn order to 
justify M'ie supposition that a real bill, as it is called, represents 
actual property, there ought to be some power in the bill-holder 
to prevent the property which the hill represents from being 
turned to other purposes than that of paying the bill in question. 
No such power exists ; neither the man who holds the bill, nor 
the man who discounted it, has any property in the specific 
goods for which it was given,” This is perfectly manifest. It 
is both contrary to the law and the nature of Bills that they 
should be tied down to any specific goods. And it shows that 
the real security of the Mil consists in the general ability of the 
parties to it to meet their engagements, and not in any s])ecific 
goods it is supposed to represent, the value of which is vague 
or illusory, and impossible to be ascertained by any one who 
holds it or discounts it. 

7* The distinction between Bills of Lading and Bills of 
Exchange is of so subtle a nature, but is of such momentous 
consequence, that we may illustrate it fui'ther. The preceding 
sections shev/ tliat any given amount of property may, by 
repeated transfers, give rise to any amount of bills, winch are 
all bond fide^ just for the same reason that every transfer would 
require a quantity of Money equal to the Property itself to 
transfer it. Then, even supposing the price remained the same 
at each tonsfer, it would require twenty times £20 to circulate 
property to the value of £20 twenty times. But also £20 by 
twenty transfers may circulate property to the value of twenty 
times So also a Bill of Exchange may represent tlm 
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transfers of many times tlie amotint of property expressed on tli® 
face of it. This is the case whenever a Bill is indorsed or passed 
away for value: and the bill represents as many additional 
values expressed on the face of it as there are indorsements. 
Thus let us suppose a real transaction between A and B. A 
draws upon B. That shews that the bill has effected one 
transfer of property. A then buys something from C, It is 
clear that C might draw upon A, in a similar way that A drew 
upon B. But instead of that A may tran.sfer the Mil on B, by 
indorsement. It has now effected two transfers of property. 
In a similar way C may buy from D, and in payment of the 
property may indorse over the bill to D. The bill then re- 
presents three tra,nsfers of property. In a similar way •it may 
pass through an unlimited number of hands, and will denote 
as many transfers of property. When G indorsed over the bill 
to D, he merely sold him the debt which A had previously sold 
to him. Now that might be done either by drawing a fresh 
bill on B, cancelling the first, or simply indorsing over the bill 
he received from A. Hence we see that every indorsement is 
equivalent to a fresh drawing. But if he draws a fresh bill on 
B, it will represent nothing but B’s debt to him ; whereas if he 
indorses over the bill he received, it will represent B’s debt to 
A, A’s debt to C, and C’s debt to D, and consequently it will 
be much more desirable for B to receive a bill which represents 
the sum of so many previous transactions, and for the payment 
of which so many parties are bound to the whole extent of their 
estates. 

Some sixty years ago, almost the entire circulating medium 
of Lancashire consisted of Bills of Exchange, and they sometimes 
had as many as 150 indorsements upon them before they came to 
maturity. From this also, we see that no true estimate can be 
formed of the effect of the Bills of Exchange in circulation, by 
the returns from the Stamp Office, as has sometimes been 
attempted to be done, as every fresh indorsement is in effect a 
new bill. So that the useful effect of a Bill of Exchange is 
indicated by the number of indorsements upon it, supposing 
that every transfer is accompanied by an indorsement, which 
Is not always the case. We" ' see, Aeire the fundamental difference 


OK COMMERCIAL ClBDIf.; 


129 


between Bills of Lading and Bills of Exchange, because the in- 
dorsements on the former denote the number of transfers of the 
same property ; the indorsements on the latter denote the number 
of transfers of different property. Ten indorsements on a Bill of 
Lading shew that the same property has been transferred ten 
times, but ten indorsements on a Bill of Exchange shew that 
eleimi times the amount of property has been transferred once. 

8. We have shewn that the prices of all commodities are 
universally governed by the Law of Supply and Demand at all 
times. If the supply be excessive, nothing can prevent the 
price from falling to any state of depression, until it becomes 
absolutely unsaleable. The commodity, therefore, will not pay 
the cost of its production, and unless those concerned in pro- 
ducing it have independent capital to enable them to hold on until 
the excessive supply is taken off, and save them from selling 
when the price is ruinously depressed, or to stand the losses, 
they will ail fail. 

Almost all men in commerce are under Obligations : that is 
they accept Bills of Exchange which must be paid at a fixed 
time, under the penalty of commercial ruin. To meet these 
Obligations due by them, they have property of two sorts — 
Debts or Obligations due to them ; and secondly Commodities. 
To meet their own Obligations, they must sell one or other of 
these kinds of Property, They must either sell their Debts to 
their banker, or they must sell their Commodities in the 
market. While Credit is good — that is while hankers buy 
Debts freely — they can retain their Commodities from the 
market, and watch their own opportunity of selling at a favour- 
able moment. As their own Obligation falls due, they sell to 
tlieii’ bankers some of the Debts due to them. Thus if Credit 
was always good, they might go on for ever, without the 
necessity of ever having a single piece of money paid into their 
account, or having any money at ail beyond what is necessary 
for their daily petty transactions. But if Credit receives a 
check, and the banker refuses to buy their Debts, they must 
still meet their own Obligations under penalty of ruin. They 
are consequently obliged to throw their Commodities on the 
market^ and sell them at all hazards *. the supply of them becoim» 
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:'exceissi¥e and; mevitablj depresses 'the 'price. Traders' who ' Have 
•Capital enongla oftbeir own to meet,, their /engagements witboiit;'. 
discountings are able to keep their Commodities back from the 
market untilj the extra supply being exhausted, prices rise 
again, from the natural operation of the demand. Bankers, we 
have shewn, always buy the Debts of traders, by creating Debts 
of their own, which are called their Issues,’’ and when bankers 
reiiise to buy the Debts of traders they are said to contract 
their Issues.” Consequently a contraction of “ Issues,” or of 
discounts, is generally followed by a fall of prices. And this 
fall in prices happening coincidentally with a contraction of 
Issues, is frequently supposed to be caused directly by the 
diminished amount of Currency compared to Commodities, 
which is to a great extent erroneous, because it is in reality 
caused by the extra quantity of Commodities, which a refusal 
to discount Debts causes to be thrown upon the market. 

We see then how utterly impossible it is to ascertain 
the precise effect of the contraction of Issues of banks upon 
prices, because the change is principaily produced by the 
quantity of produce which traders are compelled to sell to meet 
their engagements, when the negotiability of their Debts receives 
a check ; and, of course, similar circumstances not only compel 
traders to sell, but prevent others from buying. Consequently 
the supply is greatly increased, and the demand greatly 
diminished. If however the holders of one commodity are 
possessed of much independent capital, and are not compelled to 
realise to meet their engagements, a contraction of issues would 
not affect them much. On the other hand, if the holders of 
another commodity were in general men who depended chiefly 
on Credit, and were compelled to sell at a sacrifice to meet their 
engagements, a sudden refusal to discount for them would cause 
an extraordinary quantity of their produce to be thrown on the 
market, and cause a ruinous depression of price. 

It is the sudden failure of confidence and extinction of 
Credit %vhich produces what is called in commercial language a 
pressure on the money market,” and 'wbich causes money to 
be “ tight.” When money is said to be scarce, it does not 
mean that there is a smaller quantity of money actually in 
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existence . tBan : before : there may be morej dr there . may be 
less in the coTintry : no one can teli what the amonnt of money 
in existence is : but a great amount of Credit which serves as a 
substitute, and was an equivalent for Money, is either destroyed 
altogether, or is suddenly struck with paralysis, as it were, and 
deprived of its negotiable power, and, therefore, practically 
useless. A vast amount of Property is expelled from circula- 
tion, and Money is suddenly called upon to fill the void. When 
a new field of commercial adventure is found by sagacious dis- 
coverers, or a new market is suddenly thrown open by a change 
in the commercial policy of foreign nations the first adventurers 
usually reap enormous profits. As soon as this becomes 
known* a multitude of other speculators rush into the same 
field, excited by the profits reaped by the first. Numbers of 
merchants and traders purchase commodities on Credit, that is 
they incur Obligations which they must discharge at a future 
day, in the hope that the returns will come in before the day of 
payment But the immense quantity of goods poured in 
usually gluts the market in a short time, and, from the excess 
of supply prices tumble down often to nothing, so that the goods 
become unsaleable and either no returns at all come in, or such 
as are quite inadequate to meet the outlay. When this occurs 
it is called over-trading^ and when this has been extensively 
practised, it is necessarily and inevitably followed by a great 
destruction of Credit, and a great demand for Cash. Thus 
Credit is destroyed faster than operations can be reduced in 
proportion. Those traders who have not received the returns 
they counted upon to meet their engagements, must raise money 
on any terms, and perhaps sell what property they have, at any 
sacrifice, to save themselves from ruin. The effect of this will 
be that Money, for which there is an intense demand, will rise 
greatly in value, that is discount will rise very high. But as a 
necessary consequence of such a state of things, a great quantity 
of goods will be thrown on the market, and their price will be 
enormously depressed. These circumstances will therefore pro- 
duce a very high rate of discount, and ruinously low prices, 
which will continue until the excessive supply of goods is 
exhausted and coiifidence revives. In such cases as these. 
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traders wlio liave not sufficient Capital of their own to meet 
their engagements^ and hold on their goods until prices rise, will 
infallibly be ruined. Under these circumstances the Eate of 
Discount bears no relation to the Eate of Profit, The use of 
ready money to persons who have over-traded, is of infinitely 
more consequence than the price they have to pay for it. It 
may be well worth their while to pay 15, or 20, or even 50 
per cent, for the use of money for a temporary emergency,- 
which may save them from ruin, and enable them to maintain 
their position. 

It is therefore not the scarcity of money, but the extinction 
of confidence, which produces a pressure on the money market; 
and an examination of all the great commercial crises^in this 
country, will shew that they have always been preceded and 
produced by a destruction of Credit, which has usually been 
brought about by extravagant overtrading. 

10, The principle that the relation between supply and de- 
mand is the sole regulator of value, combined with the action of 
the Credit system, will explain all the phenomena witnessed 
during a pressure on the money market. The failure of Credit 
in any one branch of business will produce its full effect on the 
general market rate of interest, because that is regulated by the 
intensity of the demand for money from whatever quarter it 
comes: but it will not necessarily follow that the market prices 
of all commodities will be depressed. The market price for each 
commodity will be governed entirely by its own peculiar cir- 
cumstances. If the holders of one commodity have indepen- 
ilent capital, and have prudently abstained from overtrading, the 
price of such a commodity will not suffer much, because the 
ratio of supply and demand will not be altered to any great ex- 
tent, but it cannot help sympathising to a certain extent with 
'>ther commodities. But if the holders of another species of 
commodity have overtraded, and. depended too much cn credit, 
without sufficient means they will necessarily be obliged to throw 
a great quantity of their produce on the market to realise, and 
this excessive supply will depress the price. And this effect will 
be increased because such are the very times when persons who 
have ready money are particularly cautious buying, partly 
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esilse they always hope the market will fall still lower, and they 
hope to buy cheaper when prices have fallen to a minimum, and 
they certainly will not buy more of any commodity than they 
can help, which is diminishing in value : and partly because 
they must keep their ready money to maintain their own posi- 
tion. From these causes not only is the supply increased, but 
the demand is diminished, so that the fall is doubly aggravated. 
Thus we see at once that a falling market will always bo well 
supplied, because people who must sell hasten to do so before 
the price falls still lower : and buyers hold aloof, waiting as long 
as they can to see the lowest. On the other hand, when mar- 
kets are rising, the case is reversed. The sellers hold aloof, 
hoping*the price will be still higher, and buyers crowd in hasten- 
ing to purchase before the price rises more. A market wliich is 
desponding and inactive will usually continue so until people are 
pervsuaded that things are at t'lie lowest, and are at the turn. It 
is evident that these considerations and observations apply to 
home produce, or at least to produce which is already in this 
country, and which can be thrown on the market immediately. 
In order to attract foreign produce, the market must rise high 
for a considerable time, with the appearance of continuing so. 

11. Considering that any bill whatever which is drawn 
against hand fide produce is in commerce technically a Keal bill, 
it will be seen at once that their supposed security is greatly 
exaggerated, because any operation, however foolish and absurd, 
is a good basis for a Real bill. In times of rapid changes in 
price, multitudes of bills will be generated by speculative pur- 
chasers, and when the price falls as rapidly as it rose, as it 
usually does, it is simply occupat extremum scabies. Hence losses, 
and very severe ones too, are sure to happen in such times. But 
there is always this security at least with Real bills. When 
persons have speculated unluckily and lost their fortunes they 
are brought to a standstill. When a man has ruined himself by 
speculation, no banker out of Bedlam would advance him more 
money to speculate with. Hence ill-judged speculation must 
stop a man’s mischievous career in a comparatively short space 
of time, that is whenever he has lost the value of the goods he 
has been speculating with. We shall find in the next chapter, 
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unfortunately, that traders have devised a method to extract 
funds from bankers to speculate with, by which they can go on 
long after they have lost all they ever had many times over, 
md adding loss to loss, until, perhaps, they may bring down 
their bankers, whom they duped and defrauded, as well as them- 
selves. We have shewn in the next chapter, that there are 
symptoms which will often indicate a commercial crisis. 

On Credit employed for the purpose of forming a New 

Phoduct. 

12. The operations on Credit, which we have hithefto been 
considering, were all based on an anterior operation, or one in 
which an exchange of commodities was effected by the creation 
and sale of the Credit, which Credit was afterwards sold or ex- 
changed for another Credit. Such Credit is therefore manifestly 
limited by operations which have been made, and by commercial 
exchanges. The number of bills created could by no possibility 
exceed the number of transfers of commodities, although they 
might be greatly less, because, as we have seen, a single bill might 
be used to effect many transfers of property. In all these cases, 
a Debt has been created which was expected to be paid out of 
the proceeds of the sale of existing property. 

But since Credit is, as we have shewn, exchangeable Property 
and a substitute for Money, it is clear that it may be applied as 
well as Money to bring new products into existence. The 
limits of it in this case will be exactly the same as those in the 
former case, namely, the power of the proceeds of the work to 
redeem the Credit. 

As an example of such a creation or formation of a product 
w'e may take such a case as the following— -Suppose the Corpora- 
tion of a town wishes to build a market hall, but has not the 
ready cash to buy the materials, and pay the builder^s and work- 
mens wages. It may be a matter of certainty, that if the market 
were once built, the stalk in it would be taken up immediately, 
and the rents received from them would liquidate the debt 
inciUTed in erecting it. But as the workmerr cannot wait uatiJ 
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■.&at period, blit , require immediate casb to pDrcliase necessaries, 
: It, . is clear that, unless there is some method of providing ready 
money , they ■ cannot be employed. In such a case, they might 
borrow' money on tlieir bonds repayable at a future time. Now 
here we, observe that these bonds are the creation of Property. 
They ' are the Eight to demand a future payment, and are 
valuable exchangeable property, which may be bouglit and sold 
like anything else. ■ Ih' this case, we observe there is an exchange. 
But the Corporation need not borrow money. They might make 
their own Obligations payable at a future date. And if these 
were made small enough, and were readily received by the 
dealers in the town, they might be used in the payment of the 
workifien’s wages, and perform all the functions of a Currency, 
and be equivalent to Money, Each of them is a new Eight 
created^ and valuable Property which is exchangeable, and, there' 
fore, Wealth by the definition. They would be quite as effi- 
cacious in producing, or forming, the market hall as real Capital. 
And the market hnll, itself would be Capital, because it produces 
a profit. As the stalls were let and rent received for them, the 
bonds might be redeemed, and the Debt cleared off. It is said 
that many market places have been built by adopting such a 
plan. This case shews the utter futility of the notion that Credit 
cannot be applied to the formation of products, and here we see 
it was not based on any anterior operation. 

13. This is an instance of the creation of a product by 
Credit, and not merely the transfer of an existing product. The 
result to the Corporation would be precisely the same, whether 
they accomplish their object by borrowing real Capital and paying 
interest for it, or by issuing bonds, bearing interest, payable at 
fixed periods. In the one case they would be liable to the full 
extent of their property to the persons from wliom they had 
borrowed the money ; in the Other to those who held their bonds, 
if the operation was successful, its profits would in the first case 
pay the persons who had lent the money ; in the second, the 
profits would pay the persons who held the notes, and extinguish 
the liability of the Corporation. If the operation were unsuc- 
cessful, the Corporation would equally have to make good the 
loss out of their fjeneral effects, either to the lenders of the money. 
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or to tlie lioHers of tlie notes.' ' It wotild therefore be t 
matter of no consequence whatever to the Corporation which 
way they adopted to accomplish the work: but it would be a 
matter of importance to the town at large, because, if they 
borrowed real Capital to do it, that would by so much diminish 
the fund of moving power applicable to other species of industry^ 
and raise its price. It is clear, therefore, that the second method 
would be so much clear addition to the Capital of the community, 
and would therefore be most advantageous for them. 

This second method of utilising Credit, from not being 
based upon real Capital, is an instance of what is usually called 
fictitious Capital, a name of extreme inaccuracy, which too many 
persons are in the habit of using, from the hasty assurfiption 
that what is not real must necessarily hQ fictitious^ and are more 
led a%Yay by a jingling antithesis of words than an accurate per- 
ception of ideas. If the bonds issued by the Corporation were 
not redeemable, and represented nothing, the epithet fictitious 
would be accurate. But such is far from being the case. In 
both cases it resolves itself into the Present Value of a future 
fay merit. In the first instance, the Obligation incurred by the 
Corporation to the lenders of the money would not be limited 
to the Specific Capital they advanced, but would be a general 
charge on the whole property of the Corporation. The bonds 
issued in either case would be precisely the same ; they would 
confer upon the holders of them a general charge upon all the 
property of the Corporation, The security to the holder of the 
Corporation’s Obligations would be absolutely identical in either 
case. If the Corporation spend the money, it is absolutely gone 
away from them for ever, and is no more a security to the 
holders of their notes than if it had never existed. In either case, 
then, it is the permanent Property of the Corporation which is 
the real security of the holders of their notes: and they have the 
same general charge over it in both cases. It is, therefore, to 
the last degree inaccurate and untrue to distinguish one case by 
the term Eeal Capital, and to brand the other as fictitious. 
There is absolutely no distinction at all between the two cases, as 
far as regards the Corporation, and the holders of its Obligations ; 
the profits and the losses are identical in their 'effects in either 
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case. , Tlie true, .difference is to the community at large, and ' the ■ 
general fund of Ca.pital available for its use, and its only effect is 
to make Capitel somewhat cheaper than it would otherwise he ; 
and a judicioius and successful employment of it eminently con- 
diicers to the national prosperity. 

The advantage of the second method is that it makes Capital 
more abundant, and sometimes might provide it when not other- 
wise obtainable. If it %vere scarce, or otherwise occupied, it 
might not always be possible to obtain it. If nobody had money 
to lend, the second method might supply the want, and so long 
as it is practised by judicious persons, and used in promoting 
successful operations it is a great blessing. But it is just on this 
very point that it is liable to the most dangerous abuse. If the 
Corporation wore limited to the use of real Capital advanced by 
some independent person, he would probably take into considera- 
tion the purpose to which it was to be applied, as well as the 
solvency of the Corporation, and if he thought it injudicious, he 
would probably not advance it. There would therefore be so far 
a check upon them ; but if they were totally destitute of control, 
and could embark in any operation, by simply writing a few 
Promises to pay upon bits of paper, they may be led away 
into wild and dangerous speculations, deceived by false expecta- 
tions of profit, and involve themselves and ail 'who trust them in 
ruinous losses. Because, though these Promises to pay did not 
represent real advances, and are therefore inaccurately called 
fictitious Capital, if they get into circulation, and people give 
value for them in commodities or services, a disastrous operation 
based upon them is just as much loss of Capital as if they had 
been real advances. 

14. We have thus shewn that in the production of commo- 
dities, which term by the imanimous consent of all modern 
Econonusts includes both the formation and the transfer of 
commodities, Credit performs exactly the same functions as 
Money : So far therefore as production goes, Credit is in ail 
respects equivalent to Money. And so long as the operations 
are successful, everything goes well : Money being as we have 
laid down the representative of the firuits of a man^s past industry, 
and Credit a piedgS of his future industry It is certain that 
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^‘Credit” exceeds many times in tMs c-oantryj for 

whereas it is not supposed ■ that ■ the actual Money exceeds 
£80,000,000, the Credit in Bilis of Exchange, which is only one 
form of it, taking a very low estimate exceeds £400,000,000 " 
that is the people of this country have always pledged their 
future industry to the extent of four hundred millions of money. 
And this £400,000,000 is equally Capital, it is equally a Real 
Value as the £80,000,000. No doubt it is of a different de- 
scrip rion ; it is more perilous, a portion of it may perish. But it 
is an undeniable fact that it has performed the same functions, 
so far as regards Production, as Money. It is a distinct and 
separate article of Value over and above commodities, totally 
different from Bills of Lading, which merely represent pa1:ticular 
commodities. Bills of Exchange are not a lien upon Property, 
but upon industry ^ and any property a man possesses is only a 
kind of collateral security to make good his engagements in case 
his industry is unsuccessfuL 

IS. In the case we examined of a bank discounting the bill 
of the manufacturer A, upon the dealer B, the transaction was 
already effected upon wliich it was founded. A had rendered 
the service to B, for which he was to he paid at a future day, 
before he drew the bill upon him, and originally all Bills of Ex- 
change represented previously existing Debts, and they bore on 
the face of them the words ‘‘ for value received *’ to testify the 
fact. Consequently when A discounts the bill founded upon that 
transaction, with the bank, it must be carefully observed that 
he is simply selling a Debt which is his existing property. And 
so long as Bilis of Exchange are restricted to representing past 
transactions, their negotiation is not borrowing money, as is 
commonly understood. But the sbai'pness of traders discovered 
that they might he applied to future transactions. 

In the case of a past transaction, the bill was given by B, who 
had got the goods, to A, who had given them, and A had got the 
money that would be payable to Mm at the maturity of the Bill, 
advanced to him by the bank on the credit of B’s reputation, as 
well as his own. If B, however, be a person of wealth and repu- 
tation, he may lend the use of his name to A without any real 
transaction having taken place between them. Thus he may 
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accept a '6111 of A’sj, and A on the strength of his namej goes to 
his banker, and gets the money, with which he performs some 
operation, such as manufacturing goods, and, having done so, he 
may sell them to C, and take C’s bill in payment of them, which 
latter is a real transaction. Now the whole of this operation is 
based upon the credit of B’s name ; it is not based upon any- 
thing real, or upon any service previously rendered : conse- 
quently it is in itself a completely new transaction. Such a bill 
between A and B is called an Acoommodatiok Bill. This name 
is however not confined to cases where the acceptor lends his 
name for the accommodation of the drawer, though that is the 
most usual form, but wherever an acceptor, drawer, or indorser 
puts his name upon the bill, and therefore, renders himself liable 
to the holder for value 'to discharge it, without, as the legal ex- 
pression is, consideration moving to him, it is an Accommodation 
Bill, and the party for whose accommodation it is negotiated is 
bound by law to provide funds to discharge it at maturity, and 
also to indemnify the accommodation acceptor, drawer, or 
indorser, as the case may be, against the consequences of non- 
payment. '■ , ' 

The practical effect of this transaction is simply that B stands 
security to the bank for the money advanced to A; and there 
is nothing in the nature of such a transaction worse than for 
one man to stand security for another in any other commercial 
transaction. In some respects it is much fairer to the person 
who runs the risk as security, because in the ordinary course, 
when one person becomes security for another, he does not 
receive any pecuniary recompense for the risk he runs, to whicL 
he was most certainly fairly entitled : whereas if it be done by 
way of Accommodation Bill, he generally receives some quid 
pro quOj and when a bank performs an operation of exactly the 
same nature, it always receives a high interest for the risk it 
runs, and, when judiciously done, is a very profitable source of 
income. From the extravagant abuse, liowever, of such modes 
of raising Capital, Accommodation Bills have acquired a most 
discreditable reputation, and there is nothing which requires 
more vigilance in a bank than to guard against being entrapped 
into making unwary purchases of such securities. 
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A great deal lias been said and' written about tlie difei-ence 
between Beal and Accommodation Bills, and while no terms 
of admiration are too strong for the first, no terms of vitiipera* 
tion are too severe for the latter. Thus Mr. Bell says — The 
difference between a genuine commercial bill and an accom- 
modation one is something similar to the difference between 
a genuine coin, and a counterfeit ; ” as if the act of negotiating 
an Accommodation Bill were in itself an act of moral turpitude. 
It is also generally assumed that Beal Bills possess some sort of 
additional security because it is supposed that there is property 
to represent them. We have already seen, however, the entire 
delusion of such an idea, and that it is a great mistake to suppose 
that Commercial Bills have any specific relation to the Pro-* 
perty from the transfer of which they originally sprang. In 
truth, both Beal and Accommodation Bills have precisely the 
same security — they constitute a general charge upon the whole 
estates of all the obligaiits upon them. The objections to Accom- 
modation Bills, therefore, on that ground are perfectly futile. 

The essential diKstinction between Beal and Accommodation 
Bills is, that a Real Bill represents a past^ and the other a 
future transaction. But even this is no ground for any pre- 
ference of one over the other. A transaction which has been 
done may be just as wild, foolish, and absurd as the one that 
has to be done. The intention of engaging in any mercantile 
transaction is, that the result of it should repay all the outlay 
with a profit. There is no other test of its propriety but this, 
in a mercantile sense. Such things have been heard of in the 
mercantile world as consignments of skates to tropical countries. 
Now, a Bill drawn against such a shipment as this would pass 
muster, in technical language as a Meal Bill, while one drawn 
to forward some other operation, however sound and judicious 
it might be, if it were not yet accomplished, would be an 
Accommodation Bill, and be branded as fictitious. Mr. Bell 
would call the former genuine coin, the latter counterfeit. 

We see therefore that the common objections urged against 
Accommodation Bills are perfectly futile, and quite wide of the 
mark. Whether a Bill be a good and safe one, has no reference 
^ whether it represents a Past or a Future transaction, but 
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whether it is a safe and judicious one itself, and the parties to it 
able to meet their liabilities. The whole Cash Credit system of 
Scotland, which has conduced so eminently to the prosperity 
of that country, is a system of Accommodation Paper, which is 
sufficient to disprove in the mind of any dispassionate person, 
that the system is in itself necessarily dangerous and pernicious, 
but is proof enough that, if it is judiciously managed, it may be 
of great advantage. 

The true objection to Accommodation Paper is of a different 
nature. When the Credit system is carried on duly and pro- 
perly, and within legitimate limits, it is the most, ingenious method 
ever devised for promoting commerce, and where it has been 
cautiously used, has marvellously succeeded in so doing. But it 
is a very trite remark, that the best things when corrupted, 
become the worst. This is eminently true of Paper Credit. 
Universal experience proves that there is nothing so dangerous 
and pernicious as for individuals to have an undue facility for 
obtaining Credit, When Capital is to be had on too easy terms, 
it fosters to an extravagant extent, the fatal propensity iot 
embarking in ail sorts of wild speculations, and pushing trade 
far beyond the possibility of being remunerative. 

The considerations we presented shewed the exaggerated 
ideas of the security of Real Bills. But there is at least this 
security in Real Bills, that as they only arise out of real transfers 
of Property, their number must be limited in the very nature 
of things. However bad or worthless they may be individually, 
they cannot be multiplied beyond a certain extent. There is 
therefore a limit to the calamities they cause. But with 
Accommodation Paper there is no limit. A beggar may write 
upon bits of paper a million “ Promises to pay ” as easily as a 
Rothschild : and it is far more probable that he will do so ; a 
man withoiit a farthing is proverbially the most reckless, because 
when the bubble bursts, it is a matter of no consequence to him ; 
he has nothing to lose : the misery and the ruin fall upon hh 
unfortunate dupes, A man of real Capital will be cautious in 
his operations. A loss to him will be real, but a man who is not 
worth a sixpence is indifferent whether he loses 5i?l,000 or 
€ 1 , 000 , 000 , 
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: .Tliis' system .'Of:, Accommodation Paper of, different: desorlp* 
::'.tions' is one, of Immense importance in. modern commerce, and 'its 
abnse lias led to some of tiie most terrible mercantile cata» 
strophes on record. It is, however, so intimately interwoven 
with banking, that we shall defer any more, mention of it, till the 
next chapter, which treats of the operations of Banking, 

la We have observed that so far as regards Prodnction, 
which in a scientihe sense includes the Formation and Transfer 
of products, Credit, whenever it is applied, performs exactly 
the same function as Money. All commercial transactions on 
Credit are Sales. The absolute Property of the article passes 
from the vendor to the purchaser just exactly as if the price had 
been paid in Money. The only difference to the purchaser is 
that his profits are less, because the Credit price is higher than 
the Money price. So long as matters proceed smoothly, and 
transactions are profitable, the Bills generated by commerce are 
equivalent to so much Money. The difference arises when the 
sales are unprofitable and losses ensue. If the wholesale dealer 
buys from the manufacturer with ready money, and the specula- 
tion is unfortunate, the whole loss falls upon the dealer, the 
manufacturer does not lose ; he has got his money. But if the 
manufacturer sells for Credit and the speculation is imfortunate, 
and a loss ensues, or if the %vhole.sale dealer fails from other 
reasons, the loss may fall upon him. When he has sold on 
Credit to the dealer his power over the goods is absolutely gone ; 
and if the bill is unpaid he cannot reclaim the goods, even if 
they are still in the possession of the purchaser : he has no more 
claim to them than any other creditor. Consequently if the 
dealer has not sufficient funds to pay his debts, the loss falls upon 
the original manufacturer. In this then consists the whole 
difference between sales on Credit and sales for Money, that ii 
losses ensue, they may be differently distributed. No doubt 
the manufacturer finds that a Bill of Exchange is not so 
negotiable as a Bank Note - or Money, but it is of the same 
nature, and must be placed in the same category. The Money 
is nothing but a Bill upon the whole community. Good bills do, 
to a considerable extent, circulate in commerce like money ; but 
the manufacturer generally finds it more convenient to sell th® 
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bill. to his ' banter,': and how- the banter bays it will , be^ .explained 
in.' the ne.xfc,^cbapter» ' 

Now we have shewn that Capital, 'in its most, general sense, 
is not any. particnlar thing, but simply .an Economic Quantity, be 
it Currency or anything else, employed in reproductive operii-* 
tions. In. its general sense it is the Purc.lia.sing ..Power of the 
merchant, or it is the moving power at his command to generate 
a circulation . .of commodities, .out, of %vhich. he re.aps his profits. 
The Money he has is.- the fruit .of the services. he: has.. fO'inierly 
done to the commitnity. Credit is also the power he has of 
drawing the goods from the possession of the manufacturer, and 
is the pledge of his skill in rendering future services to tlia 
eommrmity, by discerning their wants and supplying them. The 
effect upon the market and upon prices is exactly the same 
whether purchases, ie. circiilation of commodities, be generated 
by Credit or by Keal Capital, and the profits and losses are 
exactly the same to the community, whether the operation be 
effected by Credit or by Eeal Capital, Hence it is seen how 
Meegantile Credit is Mercantile Capital. 

It has frequently been observed that all great inventions 
have an equalising tendency : the invention of gunpowder 
equalised the condition of the poorest foot soldier and the 
wealthiest knight, and it destroyed the supremacy of the knights: 
the invention of printing opened up the paths of knowledge to 
the poorest as well as to the rich, and destroyed the supremacy 
of wealth in the acquisition of science ; the invention of steam 
and railroads has equalised the means of locomotion to the 
humble and to the wealthy ; so the invention of Credit, has 
destroyed the supremacy of Money, and has provided the means 
for the most humble to place his foot on the ladder of opulence. 
It is a matter of common observation that nothing is so difficult 
as the first step to wealth : that many men could get on if they 
could only make a beginning. Now Credit supplies the means 
of attaining that first step to ail. Credit is a mighty power, and 
no doubt, like other great engines, is liable to be abused ; but it 
is entitled to take rank with gunpowder, printing, and steam, 
ainoxig the marvels of human ingenuity ; and it has been the 
chief cause of the magnitude of modem commerce* 
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CHAPTER V'i, 

THE THEORY OF BANKING. 

On the Meaning of the word Bank. 

1, The word Bank originated in tins way. In the year 1171 
the City of Venice was at war with both the eastern and western 
Empires. The finances were in a state of great disorder ; and 
the Great Conncil ordered a forced loan of 1 per cent, from every 
citizen, upon payment of interest at five per cent. Commis» 
sioners were appointed to manage the ])ayment of the interest to 
the fund holders and the transfers of the Stock. Such a loan has 
several names in Italian, such as Compercij Mutuo^ but the most 
usual is Montej a joint stock fund. The citizens received Stock 
certificates in exchange for the sums they paid, bearing interest, 
which they might sell or transfer to any one else. The original 
loan was called the Monte Vecchio ; afterwards two other similar 
Loans were contracted which were called the Monte Nuovo and 
Monte Nuovissimo. 

At this period the Germans were masters of a great part of 
Italy ; and the German word Banck came to be used as well as 
its Italian equivalent Monte : and was Italianised into Banco ; 
and the loans, or Public Debts, were called indifferently Monti or 
Banchl 

Tims an English writer Benbrigge in 1640 speaks of the 
^Hhree Bankes of Venice” meaning the three public loans, or 
Monti. 

So a recent eminent Italian writer, Count Cibrario, says — 
Regarding the Theory of Credit which I have said was in« 
vented by the Italian cities, it is knoivn that the first Bank 
{banco) or Public Debt was erected at Venice in 1171. In the 
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IStli century Paper Money .is.- mentioned at Milan: the cretiii 
was paid off. A ]\Ionte or Public ■ Debt was established at 
Florence in 

“ xit Genoa, during the wars of. the 14th' ceritarj^, the Bank of 
St. George was established, formed of the creditors of the Stated® 

SoinFlorio and Torriano’s Italian Dictionary 1659, it says— 
“ Monte— a standing Bank or Mount of money, as tliey have 
in. divers cities, of ifedy, namely in Eome or Genoa.*® 

The Bank of Venice then was in reality the origin of the 
E'nnding System ; or the system of Public Debts : it did not for 
many centuries do any of what we call banking business. 

2. The meaning of the word Bank was the same in English 
when if was first introduced. 

Tims Bacon sayvS — “ Let it be no Bank or eoinnion stock, 
but every man master of his own money.** 

So Gerard Malynes, a Mercantile writer in 1622, says — “In 
Italy there are Montes Pletatis^ that is to say Mounts or Banks 
of Charity.” 

Benbrigge in liis “ IJsura Accommodata ” in 1646 says — 
“ For their rescue may be collected Mons Fietatis sive Ohantatis 
or Banke of Fieti/ or Charity j as they of Trent fitly call it. 
Again for borrowers in trade for their supply as their occasion 
shall require ; may be erected Mons Negotiationis or Banke of 
Traded 

In the time of Ci’omwell many proposals were made to erect 
Banks in London. A merchant writing in 1658 says — A Bank 
is a number of sufficient men of estates and credit joined together 
in Joint Stock, being as it were the general cash keepers, or 
treasurers of that place where they settled, letting out imaginary 
moneg (i.e. Credit) at mterest at £2^ or per cent, to trades- 
men, or others that agree with tliem for the same, and makiag 
payment thereof by assignation, and passing each maids account 
from one to another with much facility and ease.” 

So Blaokstone says — *‘At Florence in 1344, Government 
owed £00,000, and being unable to pay it, formed the principal 
into an aggregate sum, called metaphorically, a Mount or Bank.” 

The essential feature of all these Banks was that a number 
of persons placed thbir money in them and received in excisange 
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for itj Credit, or a Promise to pay : wliicli Credit tliey miglil 
irauHler fo any one else. 

Tlie Bank of England was formed in a similar manner of a 
company of persons who advanced a sum oi’ money to Govcrii- 
nieiit, and received in exchange for it an Annuity. This was 
the foundation of our regular National Debt : and to the present 
day the Funds are Legally called “ Bank Annuities.” 

On the Definition of a EA>rKEE. 

3. The Nature of a Bank therefore being to receive Money 
and issue Credit in exchange for it, the business of a Banker ” 
is exactly the same. 

The Romans invented the business of banking. Roman 
bankers were called Argcntariii they received the money of their 
clients, who could give their creditors cheques on tlieir bankers, 
m is the modern custom. We have alretxdy seen that they in- 
vented Bills of Exchange, and to send a draft or bill for money 
was called peruiiitare. But about the first century a.d. a pro- 
vincial Latin word camhio {-ire or -tare) began to be used instead 
oi' peimutare : and eventually entirely superseded it. And those 
persons who followed the business of the Roman Argentcmi came 
in the course of the middle ages to be called Camhiiores^ or 
CamUatores, As Commerce increased in the prosperity of the 
eleventh century, they established correspondents in various parts 
of Europe and drew bills upon them called Litterm Cambitorim 
or Bills of Exchange. 

Afterwards when the word Banco came into use, as their 
business was similar in its nature, they came to be called Ba 7 i- 
ehmi^ and the drafts they issued LitUrm hancales- 

Galiani, an Italian writer, sixys — ** The first Banks were in the 
hands of private persons with whom people deposited Money, 
and from wliom they received Bills of Ci'edit, and who 'were 
governed by the same lules as the public Banks are now. And 
thus the Italians have not only been the fathers, and the masters, 
and the arbiters of commerce : so that in all Europe they have 
been the depositaries of money and are called Bankers.” 

Oaaovesi says— These Monti were at fira administered with 
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^riiptilotis fidelity, as are all human institutions made in the 
heat of virtue. From 'which it came to pass 'that- many placed 
their money in de])osit, and as a security received Paper wliicli 
was called and is still called Bills of Oedit. Tims private banks 
v/ere established among us, whose Bills of Credit acquired gra- 
dually a great circulation and increased the quantity of signs 
imd the velocity of Commerce.” 

Also — The Bill of Exchange is called draiun by him who 
sells it, and is called remitted on the part of the correspondent 
who must pay it. Those who make this their special business 
are called Cambists^ and Bankers in the language of the great 
commerce of Europe.” 

The* essential feature of a Banker ” is that when his cus- 
tomers place money with him, it becomes his absolute property 
to deal with as he pleases, and he is in no way accountable to 
them for the purposes he applies the money to. The customers 
of a “ banker ” cede to him absolutely the property in their 
money ; and receive in exchange for it the Eight to have an 
equal sum paid back on demand. A banker, therefore, is not 
the Trustee of his customers, but simply their Debtor. 

And this was always regarded as the essential feature of a 
banker.” Marquardus says — And by * banking ’ is meant a 
certain species of trading in money, under the sanction of public 
authority, in which money is placed with bankers (who are also 
called Cashiers and Depositaries- of money), for the security of 
Creditors and the convenience of Debtors, in such a way that 
the Property in the money passes to them: but always on this 
condition understood, that any one who places his money with 
them may have it back whenever he pleases.” 

Thus a Banker ” always buys money with his Credit : and 
moreover when he buys Commercial Debts, he always does it 
with his Credit also and not with cash. This is the essential 
distinction between a Banker ” and a bill discounter, that a 
banker always buys Bills with his Credit, and a bill discounter 
with cash. Hence when a Bill discounter has invested all tlie 
cash in his possession, either his own, or what others have placed 
with him, in this way, he is at the end of his resources. But a 
Banker always buyS Commercial Debts with Ms own Credit, of 
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with his promise to pay : and experience shews that his Credit 
may exceed several times the cash in his possession. How many 
times his Credit may safely exceed his cash, may differ in differ- 
ent localities : and in different methods of doing business : but 
at all events it may do so several times. Thus the essence of the 
business of banking is to create Credit. This Credit is of 
course made payable in money, but in practice it is very rarely 
actually paid in money. We have shewn a'^ove that a mutuai 
release of debts is absolutely equivalent to a reciprocal payment 
of debts ; and by the modern banking system, the enormously 
greater proportion of banking Credit is extinguished by mutual 
releases of debts. 

This is the true definition of a “ Banker ” — • 

A. Banker is a Trader ivho hu^s Moneij^ or Money and Debts^ 
by creating other Debts, 

A banker, then, is a trader who keeps an open shop for 
the sale of Credit: he may, it is true, add other species of 
money dealing to his business: but the above is the essential 
definition of Banking,” The first business of a banker is not 
to lend money to others, but to collect money fi'om others. 

On the CuBRENCY Pbinciple. 

4. The express function of a Bank then being to create 
Credit, we must now explain a phrase which has been frequently 
used in recent times, and which must be fully understood before 
we come to the exposition of the system which the Bank Charter 
Act of 1844 is designed to carry out. 

Many writers have maintained that a Bank should only be 
allowed to create exactly as much Credit as the specie paid in, 
and that its sole function shotdd be to exchange Credit for specie, 
and specie for Credit : and that the quantity of its Credit should 
always be exactly the same as the specie it displaces. This 
principle is called by its advocates the “ Currency Principle : ” 
and they assert that any creation of Credit in excess of the specie 
it displaces causes a depreciation of the Currency. 

Many Banks have been constructed on this principiej 
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..especially those '.of Venice, Amstei*dam, Hambiirg, and seTeral 
others. 

■ These' places, 'Small in themselves, were the centres' of a'great 
foreign commerce ; and as a natural consequence, an immense 
quantity of coin of all sorts, of different countries and denomina” 
tions, was brought by the foreigners who resorted to them. 
These coins %vere moreover greatly clipped, worn, and diminished. 
This degraded state of the current coin produced intoierable in- 
convenience, disorder, and confusion among merchants, who 
when they had to make or receive payment of their bills, 
had to offer or receive a bagful of all sorts of different colas. 
The settlement of tliese bills, therefore, involved perpetual dis- 
piites—which coins were to be received, and which were not, 
and how much each was to count for. In order to remedy tills 
it became absolutely necessary that some fixed uniform standard 
of payment should lie devised, to insure regularity and a just 
discharge of debts, fn order to do this the Magistrates of these 
cities instituted a Bank of Deposit, in which every merchant 
placed all his coins of difibrent kinds and nations, ThevSO were 
all weighed, and the Bank gave him Credit, either in the form of 
Notes, or a Credit in their books, exactly corresponding to the 
real amount of the bullion deposited. The owner of this Credit 
was entitled to hav'e it paid in full weighted coin on demand. 
These Credits, therefore, always insured a uniform standard of 
payment : and it was enacted that all bills upon these respective 
cities, abov(i a certain amount, should be paid in these Bank 
Credits, which were called Bank Money. The consequence was 
evident ; as this Bank Credit, or Bank Money, was always ex- 
changeable for money of full weight on demand, it was always 
at a premium, or agiOj as compared with the worn, clipped, and 
degraded money in circulation. The difference was usually from 
5 to 9 per cent, in the different cities. The expression agio or 
premium, is likely to mislead, because it is clear that it was the 
Bank Money which was the true standard, and the current 
Money which was at a discount. These Banks professed to keep 
all the coin and bullion deposited with them in their vaults. 
They made no use of it in the way of business, as by discount- 
kg bilk. Thus tlie Credit created was exactly equal, to the 
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specie deposited ; and tiieir sole function was to excliange specie 
for Credit, and Credit for specie* 

These Banks were examples of the Cureemjy Principle* 
They were of no further use to commerce than that they served 
as a safe place to keep money in ; and they Insured a uniform' 
standard of payment ibi* Debts, They made no profit by their 
business ; but those who kept their accounts with them paid cer- 
tain fees to defray the expenses of the establishment. 

We do not in any way discuss tlie soundness of this prin- 
ciple : our only object is to state clearly what the principle is. 

Chi the Mechanism of Bankjnc* 

5. Banks of the nature of those of Venice, Amstardam, and 
Hamburg, never existed in this country ; and we must now ex- 
plain tlie mechanism of that great system of commerce in Debts, 
Credits, or Eights of action, called ‘‘ Banking ” as it has been 
carried on in this country* 

It was during the civil war, as we have shewn elsewhere, 
that the Goldsmiths of London began to receive the cash of the 
merchants in deposit. They not only agreed to repay it on 
demand, but to pay 6 per cent, per annum for the use of it. Con- 
sequently in order to enable them to do that, it necessarily be- 
came tlieir Property to trade with as they thought best. They 
were not the Trustees of the money, but its Proprietors ; and 
it was not placed with tliem as a Depositum to be restored in 
specie ; but it became theirs as a Muimim to be restored in genere : 
and therefore they received it as bankets.’’ 

When therefore these Goldsmith-Bankers received this money 
in deposit, they gave in exchange for it, or “ issued ” to their 
customers, a Credit, or Eight of action, to have an equal amount 
of money back on demand. And it must be observed that it is 
this banker’s Credit, or Eight of action, which in banking lan- 
guage is termed a Deposit. The Money itself is called an 
Asset. 

6. Let us for the present leave out of consideration any 
private property the goldsmiths may have had, and for the sake 

convenience let us deal with small hgures. Suppose the 
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Ikis J10,000 deposited witJi lilm by liis ciistoraers; 
f-Jieii lie lias created an equal amount of Credit, Debt, or 
Eights of action against himself, wliich in lianking language are 
called Deposits, in exchange for this money Ids accounts would 
Btaiid' thus— 

. LiaMMtm^ ■■I- 

Deposits . « .€10,000 ! Cash * » » ^ICIjOCIO 

Now experience would soon shew Inoi tliat if some of his 
customers demiiiided payment of their Deposits, nr Credits, from 
day to day, others would probably pay hi aJjont an ecpial sum, 
so that at the emi of the day there would proliahly not lie raiicdi 
difler^nce in Ids cash. In practice it will be ibnnd tliat in orcli- 
nar}»' times, a banker’s balance in cash will seldom, differ by more 
ilmii one 36th part from day to day, So that if ho retains one 
lentil part of his cash to meet any demands foi* payment that 
may bo made, that is ample and safficieiifc in ordinary times. 

The goldsmith, then, in the above case, ii‘ he kept €1000 in 
cash might trade with the remainder so as to produce proiits to 
pay interest upon the whole. 

They tbund that the most eligible mode of trading was to 
buy, or discount Commercial Debts, in the Ibrm of Bills of 
Exchange. 

JNow we liaye observed above that bankers ” invariably buy, 
or discount, Commercial Bills, with their own Credit in the first 
instance. The banker, therefore, wmuld see that if an amount 
of cash was sufficient to support the Credit of ten times that 
anioimt of liabilities, he might safely buy Debts to several times 
the amount of cash in his hands. With such an amount of cash 
as €9000, lie might safely buy €40,000 of Commercial Bills, 
Now supposing the Rate of Discount was 8 per cent, per unm, 
and the bills at three months, Ihe discoxint on this sum would be 
€800. Consequently in exchange fur Commercial Debts to the 
amount of €40,000, he would create Credit against himself’ to 
the amount of €39,200* But the Credit he places to the 
accounts of Ms custoraers, or tlie Liabilities he creates against 
hiiEHeif, is called a Deposit,, equally as the Credit created in 
exchange for cash. 
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Hence just after purchasing these Bills his .accounts wonW 
stand thus — 

Liabilities,. Assets, 

Deposits « > £49,200 Cash . . . £10,000 

Bills of Exchange . 40,000 


£49,200 


£50,000. 


Now by this process the banker ” has added £89,200 of Credit 
to tlie previously existing Gash ; and his Profit is clear, he gains 
8 per cent, on the £40,000 and he pays 0 per cent on the 
Deposits, or Credit left unclaimed. 

Now this is what the business of “ banking ’’ consivsts iiir ; and 
hence the correctness of the definition of a banker ’’ given above 
is manifest : — ^ 

A Banker is a Trader whose business consists in bm/ing Money 
and Debts ^ by creating other Debts, 

Thus it is seen that the essential and distinctive feature of a 
bank ’’ and a “ banker ” is to issue Credit payable on demand, 
and this Credit may be put into circulation, as wo shall see 
presently, and serve as Money. 

The banker, then, having created th.e.‘se Credits or Eights of 
action, or Deposits, his customers might utilise them in three 
ways — 

1. They might demand payment in cash : if they did so the 
banker’s liability was extinguished. 

2, The banker, if his customers wished it, gave them his 
Promissory Note to pay them, or the bearer, such sum as they 
might wish, on dematid : this neither created nor extinguished a 
liability, it merely recorded it on paper, for the convenience of 
transferring it to some one else. This Promise to pay was at 
first called a GoIds:nitli's note, and is now called a Bank Note. 

8dly. If the customer wished to make a payment lie might 
write a note to his banker desiring him, to pay the money to 
some particular person, or to his order, or to ]:)earer. These 
notes were formerly called Cash Notes, but are now called 
Cheques. 

Like a Bank Note, a Cheque does not create any new Right, 
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.il merely^recorcls on: paper' a Right, which already exists^ and it 
is used for the purpose of transferring that Eight to : some one else. 

It is to be observed that all Banks whatever are Banks of 
' The very meaning ■ .of ■ the word to Bank is to 
■:^4ssT0Le-^ a Eight of action or Credit,' in "exchange for Money or 
other Debts; and when once the banker has “issued” this 
..Right of action^ to his customer hy writing it down to. diis 
Credit, it makes not the slightest difference in his liability 
whether he delivers his own Promissory Notes to his customer, 
or whether he merely creates the Credit, and gives him the 
Eight to transfer it to some one else by means of a Cheque. 

The preceding coiusiderations shew what a complete 
mistake it is of the nature of “ banking,” to say that bankers 
are merely agents ].)e tween persons who want to lend and persons 
who wish to borrow. This is entirely untrue in the ordinary 
sense of the words lending and horroiving : because in the 
ordinary case of “lending,” the lender deprives himself of the 
use of the capital he lends. But when a person pays in money 
to his bankers, it is not his intention to deprive himself of the 
use of it : on the contrary he means to have as free use of it as 
if it were in his owm purse. The customer, therefore, lends his 
money to his banker, but yet at the same time has the free use 
of it — the banker employs that money in promoting trade ; upon 
the strength of its being deposited wdth him, he buys debts with 
his Promises to pay, several times exceeding the amount of the 
cash placed with him, and the persons who sell him their debts 
have the free use of the very same coin which the lender has 
the same right to demand. Thus the lender and the borrower 
have the sfirne right at the same time to the free use of the same 
money : and all banking depends on the calculation that only a 
certain small portion ol’ each set of customers will demand the 
actual cash, Ijiifc that the majority wiU be satisfied with tlie mere 
“prom.Lse,” or the Credit. 

Banking is a species of msxirance : it is thcioretically possible 
that a banker may be called upon to pay all his liabilities at 
once : just as it is theoretically possible that all the lives insured 
In an office may drop at the same instant ; or it is theoretically 
possible that all the houses insured in an office might be buxni 
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&t the mme time. But all inBurance and bankiiig is based tipon 
tlie expectation tliat these contingencies will not happen. A 
banker multiipUes liis liabilities to pay on demand^ and keeps by 
him a sufficient amount of cash to insure the immediate payment 
of all claims which are likely to be demanded at one lime* If 
a pressure comes upon him he -must sell some of the securities .he 
has bought, or boiTow money on them. 

When the customer discounts the bill with his banker he 
parts with the property in it just as when he sells any other 
article. The hill becomes the absolute pro])erty of the banker, 
which he may sell again, or pledge, or deal with in any way that 
suits his own interest best. The hanker does not get payment 
trom his own customer but from the acceptor of the liilL He 
buys the bill from his own customer, and sells it to tlse acceptor : 
merely retaiiaing Ids own customer as a securily in case the bill 
is not paid. The bills in the portfolio of a banker are exactly 
similar to tlie goods in the shop of a retail dealer. The retail 
dealer buys the goods from the wliolesale dealer, and sells them 
at a higher price to his customers : and as he makes a profit by 
so doing, the goods are Capital to him. Bills are goods, or 
merchandise, which the hanker buys from his own customers at 
a discount and sells them at a higher price to the acceptors : and 
as he makes a profit by so doing, the bills are Capital to Mm 
precisely in the same way as the goods in the shop of any retail 
dealer. 

8. London bankers continued to issue their own notes till 
nearly the end of the last century ; the last London banker’s 
note we have seen is dated 1793 : but they never were forbidden 
to issue notes till the Bank Act of 184-4. Consequently if a 
customer has a Credit in a bank at the present day he can only 
draw out the cash ; or give a cheque for it to some one else. 
It is sometimes supposed from this that the London banks are 
Banks of Deposit like those of Venice, Amsterdam, and Hamburg. 
This however is a very great error. All banks purchase Money 
and Bills by issuing ” Credit, or Rights of action, against 
themselves : they create Credit exactly as they have always done ; 
the only dilFereiice is that they have discontinued one of the 
methods in which they formerly allowed theiS- customers to put 
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It into : but they contin'o.e the other, CiiBtomers 

can only now cii'cnlate Bank Credits by Cheques, and not by 
Cjheqnes or Bank Notes ; bnt the Credit created is exactly the 
same,.. ■ ■ 

, It is necessary to advert to an error which is Tery 
common, cand to warn the reader against. Many persons not 
being aware that the word Deposit ” in banking language 
means the Credit cbeated in exchange for Money and Bills, 
when they hear or r(»ad that a Bank has siicln an amount of 
D<.‘])ositB, conceive that the Bank has that amount of cash to trade 
with. When it is said that a great London Joint Stock Bank 
ha,s perhaps ^25,000,000 of Deposits ” it is almost nmvei'Siilly 
believed that it has 25 millions of actual jnoney to “ lend out,” 
as it is erroneously called. And every half y<?ar we see sum- 
marles in the nowspupers sinewing that the Joint Stock Banks 
have in the aggregate ])erliaps £^20(^000,000 of Deposits, and it 
is supposed that they have tiiat (jaariiity of money to trade with. 
But it is a coiupiettt and entire delusion. These 200 millions 
of deposits” are not “ deposits ” in cash at ail : they are pure 
Credit, and are exactly equivalent to so many Bank Notes. 
They are nothing but an enormous superstructure of Credit, 
built up on a coinparativeiy small basis of bullion, exactly like 
the note circulation. These figures do not shew the quantity 
of cash at the command of the banks to trade with ; but they 
shew the quantity of Business they have done, and the liabilities 
they have created. These apparent Deposits, then, which so 
many writers think are Cash, are nothing but the Credit the 
banks have created in exchange for the Cash and Bills which 
figure on the other side of the baJance sheet as Assets. 

These consideintiona give an explanation of some very well 
known phenomena respecting Joint Stock Banks which publish 
their accounts, and give interest on Deposits,” according to 
the rate of discount. When the Bate of discount rises very 
high it is imivtarsaliy observed that the apparent deposits ” in 
banks decline, and it is very commonly explained by saying that 
when interest rises very high people take their money out of 
banks to invest it in other ways. But such an exiplanation is 
paradoxical on tKe face of it*"' Banks raise the rate of interest ta 
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attract money not to drive it -away. Besides if one asks con* 
tractors, or builders at such periods, they will say that work is 
stopped because people put their money into banks for the sake 
of tlie high interest. Thus we meet with two diametrically 
contrary assertions as to the flow of money at such periods ; but 
if we understand the real nature of these so called deposits ’’ 
the reason of their diminution is plain : because when the rate 
of discount rises very high, it slops the discount of bills, it stops 
the creation q/“ Ckedit *, in fact it i$ not a, dimimttion of Deposits 
in easily hut it is a contraction oF Credit. 

This erroneous notion of the real meaning and nature of 
^Meposits” in banking language may lead to great mistakes 
in estimating the stability of a bank. That depends on a due 
proportion being kept between the Depovsits or the liabilities 
and the cash : and it may very well happen that while the 
deposits ” were apparently mounting up, and might lead 
many persona to believe that the actual quantity of cash was 
increased, it might be nothing, perhaps, ])ut a dangerous extension 
of Credit. And if this were carried to too great a length, the 
bank might be in the most dangerous position just when it was 
apparently most flourishing. A private banker on a large scale 
may have an application to place ^10,000 to the credit of a 
customer : if he does so it immediately counts as a Deposit ” in 
banking accounts. A railway company may request their 
banker to place £100,000 to their credit. If the bank does this 
such a transaction goes to swell up the figures of the “Deposits” 
in their published accounts, which may load to very erroneous 
inferences by the public who do not know the mode in which 
banking accounts are made up* 

10* A “ banker ” then having purchased either money or 
Securities from his customers by creating , or issuing Eights of 
action, or Deposits, we have now to consider how the customer 
may operate upon these Credits. Every banker does business 
exactly in the same way, and when their respective customers 
begin to operate by means of Cheques, the following diflerent 
results may ensue-— 

I, ^The actual noi'mey may be drawn out. 
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2. ^riie Credit may be transferred to tbe accoimt of another 
:oiistoiiier .of the.same bank. , 

3. It may be an order to pay, another bank. But in this 
case if the Bank A is ordered to pay the Bank B so much, the 
chances are that B will be ordered to pay A veiy much the same 
amount. If the claims of the two banks on each other are 
exactly equal, the respective Cheques, or orders, are interchanged, 
and the Credits readjusted to the different customers’ accounts 
accordingly, without any payment in money. If it should happen 
that the claims of all banks against each other exactly balanced, 
any amount of’ business might be carried on without requiring 
a single coin. If the mutual claims of the different banks against 
each other do not exactly balance, it is only necessary to pay the 
differences in coin. 

We have seen that the transfer of a Credit from the account 
of one customer to that of another in a Bank is exactly equivalent 
to a payment in money. There is an office for the express 
purpose of effecting these transfers of Credit from one bank to 
another. This office is called the Clearing House, and we have 
given an account of it in a subsequent chapter. By its means 
all the Banks which make use of it are practically united into 
one huge Bank for the purpose of transferring Credits from one 
to another. During the course of* the year 1874 upwards of 
£6,000,000,000 of Credits, or Debts, w'ere interchanged, oi 
transferred from different banks to each other, by means of the 
Clearing House. And just as Banks are brought into a closer 
degree of relationship with each other by such means, the less 
IS the quantity of coin required to cany on the business of the 
country ; or rather the more gigantic is the superstructure of 
Credit which may be rOared up on a given basis of specie: and 
in fact the stupendous amount of Liabilities, or Credit, which 
the perfection of the present banking system of London has 
permitted to be erected on a small basis of specie, hasS already 
begun to inspire uneasiness among well-informed persons. 

From the foregoing considerations we see that a merchant 
deals with Credit ; but a banker is a dealer in Credit. A 
merchant brings his Debts payable some time after date, for sale, 
and by a flourish* of his pen, the banker buys them in exchange 
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for Debts payable iiistantly, which . haye precisely the wme 
effect in commerce as so many sovereigns. He reaps exactly the 
same profit by creating a Credit in favour of his customer, as ii 
he gave him the actual cash. And the Cheques draim against these*- 
Credits so created by the banker circulate commodities exactly 
in the same way that Bank Hotes do, which circulate commodities 
exactly in the same way that gold coin does. Consequently 
these Bank Credits, so created by the banker, are exactly equal in 
their practical effects to the creation of so much gold, 

11. As we have seen that the nature of discounting bills of 
exchange is buying Debts, which are to be considered just like 
any other articles of commerce, it follows that the same laws 
govern their exchangeable relations as those of any* other 
quantities. The first duty of a banker is to maintain his own 
position, which he can only do by maintaining a cerhxin proportion 
between his cash and his promises to pay, or his liabilities: and 
that proportion must vary from time to time, according to 
circumstances. In time of a general failure of Credit, he must 
maintain a very much larger portion of Cash compared to 
liabilities than in times of general confidence. Under such 
circumstances, his duty is to contract his liabilities, which he 
must do either by refusing to buy Debts altogether, or else by 
giving a lower price for them Le. raising the Bate of Discount, 
And a general rise of the Rate of Discount has a tendency to 
discourage the ofiering of Debts for sale, just as a low price of 
anything else discourages its being offered for sale, except by 
those who positively require the cash. 

On the other hand this lowering of the price of Debts, Le. this 
increase of the Value of Money, or the raising of the Rate of 
Discount, has an inevitable tendency to attract bullion from 
where it is more abundant, Le^ where the Rate of Discoujit is 
lower. Wherever Debts are to be bought cheap thither will 
bullion fly to buy them ; wherever Debts are sold dear, that is 
wherever Money is to be bought cheap, thither will Debts fly 
to be sold, and there will competitors be to buy money. Con» 
sequently it is an infallible law of nature that whenever the 
price of Debts differs in two markets by more than sufficient to 
defray the expenses of sending bullion, it will c;|use an immediata 
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iow of 1)1111100 to that market where Debts are to be bought 
cheapcjst, ix, where the Bate of Discount is highest. That is to 
say, if the Bate of Dasconiit at Paris is greater than at London 
b}’' more than sufficient to cover the expense of sending bniiion 
from London to Paris, Debts will % from Paris to London to 
buy bullion, and Bullion will ily from London to Paris to buy 
■Debts.' ■■ 

The exchangeable relations of Money and Debts will obey 
exactly the same Laws as the exchangeable relations of money 
and wheat. Consequently if left free and uncontrolled the price 
of Debts has a natural tendency towards equilibrium in didcrciit 
■markets. ■■ ■ ■ . 

On Case Ckedits. 

12, The Credit created by the Bankers in the operations j ust 
described was employed to buy Commercial Bills, which arose 
out of the transfer of Commodities, and we have seen that they 
create Credit to several times the amount of cash in their 
possession. We have now to describe a species of Credit of a 
totally diilerent sort, invented in Scotland, and to which the 
marvellous progress and prosperity of that country is mainly due. 

The Bank of Scotland began to issue notes about the 
beginning of the last century. In 1727 another Bank was 
founded named the lioyal Bank. In the very contracted sphere 
of Scottish commerce at that time, there were not sufficient 
Commercial Bills to exhaust the Credit of the Banks. They 
had as it were a superfluity of Credit on hand, and the Eojal 
Bank devised a new means of getting it into circulation. 

It agreed on receiving sufficient guarantees to open or create 
Credits in favour of respectable and trustworthy persons, 

A CasI) Credit is therefore simply a drawing account, created 
in favour of a customer, upon which he may operate in precisely 
the same manner, as on a common drawing account The only 
difference being that instead, of receiving interest upon the daily 
balance to his Credit, as is very commonly the custom in Scotland, 
he pays interest on the daily balance at his debit. It is thus an 
imersa drawing account. ■ ■ 
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Ali tliese advances are made "excliisivelj in tlie BanFs own 
notes, and they are not made on tie, basis of any previous trans- 
action 

la Cash Credits are applicable to a totally different class of 
transactions from those which give rise to Bills of Exchange, and 
we will now explain their nature more Miy. 

Every man in business, however humble or however extensive, 
must necessarily keep a certain portion of ready money by him 
to answer immediate demands for small daily expenses, wages, 
and other things. This would of course be much more pro- 
fitably employed in his business, where it might produce a 
profit of 15 or 20 per cent, instead of lying idle. But unless the 
trader knew that he could command it at a moment’s notice, he 
would always be obliged to keep a certain portion of ready 
money in his own till, or he must be able to command the use 
of some one else’s till. Now one object of a Cash Credit is to 
supply this convenience to the trader, to enable him to invest the 
whole of his capital in trade, and upon proper security being 
given, to furnish him with the accommodation of a till at a 
moment’s notice, in such small sums as he may require, on his 
paying a moderate interest for the accommodation. 

Almost every young man commencing business in Scotland 
does it by means of a Cash Credit. A young solicitor for instance 
in England must have a very considerable amount of ready 
money to begin business with any ease to himself, as he is 
expected to make disbursements before he can get in payments 
from his clients. But in Scotland this is done by means of a 
Cash Credit which is guaranteed by his fidends. 

14. These Credits are granted to all classes of society, to the 
poor as freely as to the rich. Everything depends upon character. 
Young men in the humblest walks of life inspire their friends with 
confidence in their steadiness and judgment, and they become 
sureties for tliem on a Cash Credit. This is exactly the same 
thing as money to them, and then they have the means placed 
within their reach of rising to any extent to which their abilities 
and industry permit them. Multitudes of men who have raised 
themselves to enormous wealth, began life with nothing but a 
Cash Credit. As one example among: 'thousands, Mr. Monteith, 
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M,P. told the Committee of the House of Commons ia 1826 
that he was a manufacturer, employing at that time 4,000 bands, 
and that with the exception of the merest trifle of capital, lent 
to him, and which he very soon paid off, he began the world 
v/ith nothing but a Cash Credit. 

The banks usually limit their advance to a certain moderate 
,'tmoimt varying from i^lOO to i€l,000 in general, and they 
always take several sureties in each case, never less than two, 
and frequently many more, to cover any possible losses that may 
arise. These cautioners, as they are termed in Scotch Law, keep 
a watchful eye on the proceedings of the customer, and have 
always the right of inspecting his account with the bank and of 
stopping it at any time, ii‘ irregular. These Credits are not 
meant to degenerate into dead loans, but they are required to 
be constantly operated upon by paying in and drawing out. 

The enorxnous amount of transactions carried on by this 
kind of accounts may be judged of by the evidence given before 
the Committee of the Commons in 1826. It was stated that 
on a Credit of 1,000, operations to the extent of ^50,000 took 
place in a single week. Its effects therefore were exactly the 
same as if there had been 1,000 sovereigns. Others stated that 
on a Cash Credit of £500 operations to the amount of £70,000 
took place in a year. One witness stated that during 21 years 
in a very moderately sized country bank, operations had taken 
place to the amount of nearly £90,000,000, and that there never 
had been but one loss ol‘ £200 on one account ; and that the whole 
losses of the bank during that period did not exceed £1,200. 
Now this immense mass of transactions was effected by creations 
of ])iire Credit. At tliat time it was conjectured that there 
were about 12,000 Gash Credits guaranteed to persons in 
Scotland, and that there were about 40,000 persons as sureties, 
who were interested in the integrity, prudence, and success of 
the others. The witnesses before the Lords declared that the 
effects of these were most remarkable on the morals of the 
people., . \';:/ 

15, But the operation of these Cash Credits is immensely 
extended beyond Commerce, and their advantages are more 
openly and strikingly .displayed in the prodigious stimulus tliei 
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have given to the agricnltiire ■ of ■ Scotland. They have indeed 
been the principal means of making it what it is. In the 
Scottish system of farming, leases almost universally prevail, and 
a farm is not entrusted to a man who is not educated to his 
business. He usually enjoys nineteen years’ security of tenure ; 
or where leases are granted for the purpose of reclaiming land^ 
for much longer periods. Now suppose a farmer is known to be 
active, skilful, and industrious, and obtains a farm upon lease, 
which is capable of great improvement, he goes to the bank, and 
upon the security of the lease and some friends who become 
sureties for him, the Bank grants him a Cash Credit. With this 
advance — pure Credit — ^he reclaims the land, employs the 
people, reaps the harvest, and, when it is gathered, pays bajck the 
loan. 

It was in this manner that the prodigious progress in agri- 
culture was made in Scotland. There were immense quantities 
of reclaimable land, and abundance of unemployed people, but 
no Capital, or Money, to set their industry in motion. Seeing 
this state of matters the Banks opened branches in numerous 
parts. of the country and sent down boxes of £l notes, and 
granted Cash Credits to the farmers. These notes were universally 
received as readily as Coin. The farmers made their purchases 
and paid wages with them : and immense tracts of barren land 
were changed into fertile corn fields. Now these notes were 
not a substitute for any specie, they did not supersede or dis- 
place any previously exicting money, they were a pure addition 
to the existing money ; they were in fact exactly equivalent to 
the creation of so much gold. 

Commerce and agriculture, therefore, received their pro- 
digious stimulus from these Cash Credits. But they were of 
equal use in a public point of view. Almost all the great public 
works of every description were created by means of these Cash 
Credits. One witness stated that the Forth and Clyde Canal 
was executed by means of a Cash Credit of c€40,000 granted by 
the Royal Bank. And in exactly..^ similar way whenever any 
other great public works are to, bO;^ done, such as roads, bridges, 
canals, railways, docks, &c. the invariable course is to obtain a 
large (Jasli Credit at one of the Banks. ' » 
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Tbe advantage to the person who has the Cash. Credit is that 
he only pays interest from day to day on the sum: he actnaliy 
has at his Debit, whereas in discounting a Bill of Exchange, he 
pays interest on the whole amount of his Credit, whether he uses 
it or not, and discount is a triile more expensive than interest. 
The Bank would therefore naturally prefer to employ its re- 
sources by way of discount if it could, rather than Cash Credits, 
There is also a further disadvantage attending them, that they 
cannot be called up on a sudden emergency : and if there should 
be a run upon the bank the security cannot be negotiated like a 
Bill of Exchange. It is, therefore, only where a Bank has a 
superfluity of Credit which it cannot employ profitably, that it 
would •resort to Cash Credits, and also when there is but a slight 
chance of a run upon it. 

For these reasons Gash Credits have always been looked upon 
with very unfavourable eyes by London bankers, and for very 
good reasons. In the first place their Credit, until recently, was 
not so solid and well established as that of the principal Scotch 
Banks. These originated Cash Credits in consequence of their 
power of issuing notes ; and London bankers do not issue 
circulating Credit in the form of notes — they can always find 
employment for their cash— and they are more liable to runs. 

All these marvellous results, which have raised Scotland from 
the lowest state of barbarism up to her present proud position in 
the space of 150 years, are the children of pure Ceedit. It is no 
exaggeration whatever, but a melancholy truth, that at the 
period of the Eevolution of 1688 and the establishment of the 
Bank of Scotland, that country, partly owing to such a series of 
disasters as cannot be paralleled in the history of any other in- 
dependent nation, and partly owing to its position in the very 
outskirts of the civilised world, and far removed from the 
humanising influence of Commerce, divided in fiict into two 
nations, aliens in blood, and language, was the most utterly bar- 
barous, savage, and lawless kingdom in Europe. And it is 
equally undeniable that the two great causes of her rapid rise 
in civilisation and wealth have been her systems of national 
education and banking. Her' system of banking has been of 
infinitely greater service to herthan mines of gold and silver. 
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Mines of tlie precious metals would probably have demoralised 
her people. But her banking system has tended immensely to 
call forth every manly virtue. In the character of her own 
people, in their steadiness, their integrity, their honour, Scotland 
has found wealth infinitely more beneficial to her than the mines 
of Mexico and Peru. 

Now we observe that these Cash Credits which have produced 
such marvellous results are purely of the nature of Accominoda- 
tion Paper in England. They are not based upon any previous 
operations, nor upon the transfer of commodities already in 
existence. They are created for the express purpose of creating 
or forming future products, which would either have had no 
existence at all but for them, or, at all events, it would hav-e been 
deferred for a very long period, until solid money could have 
been obtained to produce them. Thus we have an enormous 
mass of exchangeable property, created by the mere will of the 
bank and its customers, which produces all the efiects of 
solid gold and silver, and when it has done its work it vanishes 
again into nothing, at the will of the same persons who called ifc 
into existence. 

Hence we see that the mere will of man has created vast 
masses of wealth out of Pfothing^ and then Degreated them 
into Nothing, which having served their purpose after a time 
were 

“ Melted into air, into thin 

But their solid results have by no means faded like the base- 
less fabric of a vision, leaving not a rack behind. On the con- 
trary their solid results have been her far famed agriculture ; the 
manufactures of Glasgow and Paisley ; the unrivalled steam ships 
of the Clyde ; great public works of all sorts, canals, railroads?, roads, 
bridges ; and poor young men converted into princely merchants 

On Aocommodation Bills. 

16. We now come to a species of Credit, which will demand 
great attention, because it is the curse and plague spot of Com- 
merce, and it has been the great cause of those frightful com- 
mercial crises, which seem to recur periodically ; ami yet though 
there can be no doubt that it is in many cases esseatially fraudu- 
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lent, yet it is of so snMe a nature as to defy all powers of 
Legislation to cope with it. 

We have shewn by the exposition of the system of Cash 
Gi edits, that there is nothing essentially dangerous or fraudulent 
in a Credit being created for the purpose of promoting lutiire 
operations. On the contrary, such Credits have been one of the 
most powerful w-eapons ever devised by the ingenuity of man to 
promote the prosperity of the country. A certain species of this 
Credit, however, having been grossly misused for fraudulent pur- 
poses, and having produced great calamities, we must now 
examine wherein the danger and the fraud of this particular form 
of Credit lie. 

When a Bill of Exchange is given in exchange for goods 
actually purchased at the time, it is called a Real Bill, and it is 
supposed by many writers, and even by many commercial men, 
that there is something essentially safe in it ; because as the 
goods have been received for it, it is supposed that they are 
always there to provide for the payment of it ; and that only 
so much Credit is created as there are goods to redeem it. 

But such ideas are highly erroneous. A Bill of Exchange, 
it is true, only arises out of a transfer of goods : but then a fresh 
bill is created at each transfer. In the ordinary course of busi- 
ness, there wiH always be in general, at least iwiee the amount 
of bills to what there are goods. But if twenty transfers took 
place, twenty bills would be created. If goods to the amount of 
^100 were transferred twenty times, supposing even that the 
price of the goods did not change, which it most assuredly would , 
there would be Credit created to the amount of £2,000, And 
it would only be the last holder of the goods who would have 
them, and be enabled to devote the proceeds to the payment of 
the last bill only. The remaining nineteen bills must evidently 
depend upon other sources for payment. 

The security, therefore, which is supposed to reside in Real 
Bills, on account of their being founded on the transfer of goods, 
is shewn to be to a great extent imaginary. Suppose however 
that A sees that a profitable operation may be done. The Bank 
will not, as trader^ do, make him an advance on his own name 
alone, it must have at least two names, A therefore goea to E 
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.and .gets Mm to. join Mm as security to tlie hank^ on engaging to 
find the funds to meet the bill when due. A then draws a bill on 
.Bj who 'accepts .it to accommodate A, as it is called^ and .such a 
Bill is called an Accommodation Bill* 

The Bill thus created without any consideration, as it is 
termed in legal language, or in common language without any 
transfer of goods, may be taken to a hanker to be discounted 
like any other bill: an operation may be performed, and if 
successful the bill may be paid with the proceeds. 

Stated therefore in this way, there is nothing more objection- 
able in such an Accommodation Bill than in any ordinary Eeal 
Bill. The security is just the same in one case as in the other. 
In the one case goods have been purchased, which will pay the 
bill : in the other case goods are to be purchased, whose proceeds 
are to pay the Bill. In fact we may say that all Commercial 
Credit is of this nature, because a Credit is created to purchase 
the goods whose proceeds are to pay it. There i.s, therefore, 
clearly nothing in the nature of this paper worse than in the 
other, and when carefully used, nothing more dangerous. Cash 
Credits, which have been one of the safest and most profitable 
parts of Scotch banking, and have done so much for the country, 
are all of this nature. They were created without any anterior 
operation, for the express purpose of stimulating future opera- 
tions out of which the Credit was to be redeemed. There is, 
therefore, not anything more criminal, atrocious, and vicious in 
the one system rather than in the other. Or if there be, the 
criminality and atrocity must lie in the difference between have 
been and is to be. 

17. Nevertheless as it is indubitably certain that most of 
those terrible commercial crises which have so frequently con- 
vulsed the nation have sprung out ' of this species of paper, it does 
merit a very considerable portion of the obloquy and vituperation 
heaped upon it. It is therefore now our duty to investigate the 
method in which it is applied, and to point out wherein its true 
danger lies. 

The security supposed to reside in Eeal Bills, as such, is as 
we have seen exaggerated. But there is at^ least this in them, 
that as they only arise out of the real transfers of property, their 
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number must be limited by tbe nature of tilings. However bad 
■■ and wortbless they may be individually ^ they cannot be multi- 
plied, beyond a certain limit. There is, therefore, a limit to the 
calamities they cause. But it will be seen that with Accommo- 
dation Bills,- the limits of disaster are immensely' and indefinitely 
extended, frequently involving in utter ruin all who are brought 
„ within their vortex. 

We shall now endeavour to explain to our readers wherein the 
difference between Real and Accommodation Paper consists, and 
wherein the true danger lies. . ^ 

Let us suppose that a manufacturer, or wholesale dealer, has 
sold goods to ten customers, and received ten bond fide 
for them. He then discounts these ten bills with his banker. 
The ten acceptors to the bills, having received value for them, 
are the principal debtors to the bank, and are bound to meet 
them at maturity, under the penalty of commercial ruin. The 
Bank, however, has not only their names on the bills, but 
also that of its own customer as security. It, moreover, gene- 
rally keeps a certain balance of its customer’s in its own hands, 
proportional to the amount of the limit of discount allowed. 
Now even imder the best circumstances, an acceptor may fail to 
meet his bill. The Bank then immediately debits its customer’s 
account with the amount of the bill, and gives it to him back. 
If there should not be enough the customer is called upon to pay 
up the difference. If the worst comes to the Worst, and its 
customer fails, the Bank can pursue its legal remedy against the 
estates of both parties to the bill, without in ^ny way afiecting 
the position of the remaining nine acceptors, who, of course, are 
still bound to meet their own bills. Even supposing however it 
is only the acceptor who fails to meet his bill, the Bank would 
not probably take a second bill upon him, nor would a dealer 
sell his goods again to him, after giving him the annoyance of 
having to take up his bill. 

In the case of Accommodation Paper there are very material 
differences. To the eye of the banker there is no visible dif- 
ference between Real and Accommodation Bills. They are 
nevertheless very different, and it is in these differences that the 
danger consists. * *' 
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In Accommodation Paper, the person ibr whose accommoda* 
fcion, the drawing, indorsing, or accepting, is done is bound to 
provide the funds to meet the bill, or to indemnify the person 
who gives his name. In the most usual form of Accommodation 
Paper, that of an acceptance, the acceptor is a mere surety, the 
drawer is the real principal debtor. 

Now suppose as before, that A gets ten of his friends to 
accommodate him with their names, and discounts these bills at 
bis banker’s, it is A’s duty to provide funds to meet every one of 
these bills at maturity. There is in fact only one real principal 
debtor and ten sureties. Now these ten accommodation acceptors 
are prol)ably ignorant of each other’s proceedings. They only 
give their names on the express understanding that they are not 
to be called upon to meet the bill ; and accordingly they make 
no provision to do so. If any one of them is called upon to 
meet his bill, he immediately has a legal remedy against the 
drawer. In the case of Keal Bills then, the Bank would have 
ten persons, who would each take care to be in a position to 
meet his own engagement : in the case of Accommodation Paper 
there is only one person to meet the engagements of ten. Further- 
more, if one of ten real acceptors fails in his engagement, the 
bank can safely press the drawer : but if the drawer of the ac- 
commodation bill fails to meet one of the ten acceptances, and 
the bank suddenly discovers that it is an accommodation bill, and 
they are under large advances to the drawer they dare not for 
their own safety press the acceptor, because he will, of course, 
have immediate recourse against his debtor, and the whole fabric 
will probably tumble down like a house of cai’ds. Hence the 
chances of disaster are much greater when there is only one 
person to meet so many engagements, than when there are so 
many each bound to meet his own. 

We see, then, that the real danger to a bank in being led 
into discounting Accommodation Paper is, that the position of 
principal and surety is reversed. They are deceived as to who 
the real debtor is, and who the real surety is, being precisely the 
reverse to what they appear to be, which makes a great difference 
in the security to the holder of the bills. To advance money by 
way of Cash Credit, or by loan with security, iS quite a different 
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afair; '.becaiis©' tlie bank then knows exactly wbat.'it is ^ doing, 
and as soon as anything occurs amiss, it knows the remedy to 
be adopted. Moreover it never permits the advance to exceed 
a certain definite limit; but it never can tell to what length it 
may be inveigled into discounting Accommodation Paper nntii 
some commercial reverse happens, when it may discover that its 
customer has been carrying om some great speculative operation, 
with capital borrowed from it alone. 

Such appears to us to be the true explanation of the real 
danger of accommodation paper, which we gave in the first 
edition of the Theory and Practice of Banking^ and we may 
say that in his long and elaborate judgment in the case of the 
great leather frauds, Law'cnce^ Mortimer, and Schrader, Mr. 
Commissioner Holroyd quoted this explanation, thereby giving 
his high authority to its correctness. 

In order to explain how such things are possible, it will be 
as well to notice a delusion which is very prevalent among un- 
informed writers, namely that Bills of Exchange are paid in 
money. It is true that Bills oi Exchange must always be 
expressed to he payable in money, but as the reader may see in 
the preceding chapter, very few bills are really ever paid in 
money. When a customer has a banking account, the banker 
discounts his bills by writing down the amount to liis Credit, and 
this Credit is called a Deposit, The customer always pays his 
bills by drawing upon this Credit, and when it gets lo%v the usual 
practice is for him to discount a fresh batch of bills. Thus in 
ordinary times, the previous Debts are always paid by creating 
new Debts. No doubt if the hanker refuses to discount, the 
customer must meet his bill in money, but then no trader ever 
expects to do so. If his character be good, he counts upon 
discounts with his banker almost as a matter of right : and there- 
fore to call upon him to meet his bills in money may oblige him to 
sell goods, &c., at a great sacrifice, or may cause his ruin. 

However it is always supposed that the bills discounted are 
good ones, that is, they could he paid in money if required. 
Thus though in common practice very few bills are really paid 
in money, it is manifest that the whole stability of the Banh 
depends upon the last bills discounted being good ones. 
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Now let ms suppose that for some time a cns.tomer brinp 
good bills to the . bank, and acquires a good character, and. thus, 
throws the banker off hiS' guard : meeting .some temporary 
embarrassment, perhaps, he is in difficulty to meet his bills. In 
order to get over^ this difficulty, perhaps he goes to some man 
of straw, and perhaps for a trifling consideration, gets him to 
accept a bill without hawing any property to meet it. He then 
takes this fraudulent' bill to his banker. Thrown off his guard, 
perhaps, by his previous regularity, the unsuspicious banker buys 
tills bill, and gives him a Deposit for it. This Deposit goes to 
pay the former bills. In the meantime the rotten bill is falling 
due, and must he met. The acceptor has manifestly no means 
to meet it, and the only way to do so, is to create soine*more of 
these rotten bills. Now the drawer may be speculating in trade 
and losing money every day ; but his bills must be met, and 
there is no other way of doing so but by constantly creating 
fresh rotten bills to meet the former ones. By this means the 
customer may extract indefinite sums of money from his banker, 
and give him in return so many pieces of paper 1 Now when 
times are prosperous and discounts are low, this system may go 
on for many years. If traders are in a considerable way of 
business, they may actually establish a number of sham houser 
doing a fictitious business for the very purpose of creating these 
accommodation biUs. But at last a commercial crisis comes. 
The money market becomes “tight,^’ Bankers not only raise 
the Bate of Discount, but they refuse to discount as freely as 
formerly; they contract their ‘‘issues.” All these rotten bills 
are in the bank and must be met, but if the banker refuses to 
discount they must be met with Money, But aU the property 
which the conspirators ever had may have been lost twenty times 
over, and consequently, when the crisis comes, they have nothing 
to convert into money. Then comes the crash 1 Directly the 
banker refuses to discount any more bills he finds tKai he has 
been paying all his customer’s bills for many years with his own 
money 1 

This is the rationale of Accommodation Paper ; and here we 
see how entirely it differs from Eeal Paper. Because with Beal 
Paper, and bond Jide customers, though losjfes may come, still 
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directly the loss occurs there is 'an end' of it. But with Accom- 
modation Paper, the prospect of -a loss is the yery .cause of a 
. greater one , being made, and so . perpetually in an. ever- widening 
circle, fill' at last the canker may eat into a banker’s, assets .to 
..any .amount.; almost. ' It is .also clear that if a man, having got a 
good character, may sometimes do so much mischief to a single 
banker,: the capacity for - mischief is 'vastly increased, if from a 
high position and old standing, he is able to discount with 
several banks, for he is then able to dimmish greatly the chances 
of detection. It would not be suitable to the limits of this work 
to enter into particular details of these cases, but those who 
wish to have more information we may refer to our Theory and 
Practice of Banking. 

18 . From these Accommodation Bills to forged bills there 
is but one step. It is but a thin line of division between draw- 
ing upon a man who is notoriously utterly unable to pay, and 
drawing upon a person who does not exist at all, or forging an 
acceptance. In practical morality, and in its practical effects, 
there is none. Traders sometimes do not even take the trouble 
to get a beggar to write his name on their bills, but they invent 
one. The case of traders dealing with a number of small country 
connections affords facilities for such practices. They begin by 
establishing a good character for their bills. Their business 
gradually increases. Their connections gradually extend ail over 
the country. The banker, satisfied with the regularity of the 
account, cannot take the trouble of sending down to enquire as 
to the acceptor of every bill. The circle gradually enlarges 
until some fine morning the whole affair blows up. The in- 
genuity sometimes exercised by traders in carrying out such a 
system is absolutely marvellous. 

It is in times of speculation in great commodities that 
Accommodation Paper is particularly rife. In a great failure of the 
harvest, when large importations are required, and it is expected 
that prices will rise very high, every corn merchant wishes to 
purchase as much as possible. But if no sales have taken place 
there can be no real trade bills. They therefore proceed to 
manufacture them in order to extract funds from bankers to 
speculate with. No banker in his senses would actually advance 
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money for them to speculate with, with his eyes opeuo Never- 
theicss, they must have the funds from the bankers, and this 
tl ley do by means of cross acceptances, whidh they go and dis- 
count with their bankers. They then perhaps buy a certain 
amount of corn, or any other goods, and many bankers wiil 
discount their bills with the collateral security of the Bill of 
Lading. And this they may repeat many times over, till the 
quantity of credit created is something astonishing. In the 
Crimean War there was a great demand for shipping, and there 
was an enormous amount of accommodation bills manufactured 
by the Liverpool shipowners and discounted all over the kingdom 
The results were frightfully disastrous. 

The insurmountable objection, therefore, to this species of 
paper, is the dangerous and boundless facility it affords for raising 
money for speculative purposes. And there is much reason to 
fear that this pernicious system prevails to a much greater extent 
than is generally supposed. The Legislature has imposed 
bounds upon the issue of Notes by banks, but there is much 
greater reason that some attempt should be made to curb the 
extravagant magnitude to whicli this detestable practice has been 
developed. The Bank of England is strictly forbidden to issue 
a single £5 note of accommodation paper, and is it to be tolerated 
that any set of adventurers may set afloat many hundred thou- 
sand pounds^ worth of their accommodation paper ? 

To deal however legislatively with Accommodation Paper, 
is the most perplexing commercial problem of the day. The 
difficulty consists in determining what is really an Accommodation 
Bill. An Accommodation Bill is defined to be a Bill to which the 
acceptor, drawer, or indorser, as the case may be, has put his 
name, without consideration, for the purpose of benefiting or ac- 
commodating some other party, who is to provide for the bill 
when due. But the whole difficulty turns on the consideration. 
The consideration may be of many sorts, and does not by any 
means denote a sale of goods at the time. Moreover, a bill may 
be an Accommodation Bill at its creation, but if any considera- 
tion be given during the period of its currency it ceases to bo 
an Accommodation Bill. 

Moreovei the consideration may be of many sorts. If A 
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draws a bill upon B, wbo accepts it for A’s accommodation, fo? 
the express pnrpose of enabling him to go to the Bank and get 
money for it, that is a pure Accommodation Bill, and manifestly 
frandnieiit. But if B draws an exactly similar bill at the same 
time on A, and A accepts it for the accommodation of B, then 
neither of the Bills are Accommodation Bills; but both are 
given for a good consideration. 

This perhaps may seem somewhat strange to an unlearned 
reader: it is nevertheless firmly established law. In Eolfe y, 
€ado7i (2 H. Blackstone p. 571) A and B being desirous to 
accommodate each other, each drew a bill upon tlie other, and 
accepted one in return, the two bids being precisely alike, in the 
date, sum of money, and times of payment — neither party having 
any effects of the other in his hands. The Court were clearly 
of opinion that the two bills were mutual engagements constitut- 
ing on each part a Debt, the one being a consideration of the 
other. This doctrine was repeated and confirmed in Cowley v. 
Dunlop (7 T.E. 565) in which Grose, J. said the instant the bills 
were exchanged each was indebtedto the other in the sum which 
was the amount of their respective acceptances, for the counter 
acceptances were a good consideration to found a Debt upon 
either side respectively. In the case of a single accommodation 
acceptance there is no debt to the acceptor ; the Debt accrues only 
by payment of the money. The acceptor, qua acceptor can 
never be a Creditor ; his acceptance imports the admission of a 
Debt from him to another, and when he has paid as acceptor, if 
he paid for any other person in consequence of any request from 
that other, he becomes a creditor, not on the face of the bil], but 
by a contract collateral to the bill. When two persons exchange 
acceptances, each becomes the debtor of the other upon his ac- 
cepted bills. But when a man accepts without consideration, he 
is never a creditor of the person for whom he accepts till he pays ; 
from tllSIT payment arises the Debt, but when the acceptance was 
exchanged, the debt arises from these acceptances. This doctrine 
was repeated and confirmed in subsequent cases when it was 
adopted by the whole Court of King’s Bench. 

Stated in the above form, no doubt, the doctrine may appear 
eomewhat startling tto some : but when w© consider the principle 
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and not the accidental circumstance that the persons who mn>y 
do it are insolvent, the difficulty disappears. It is just what 
liappeiis every day in banking. It is by no means unusual for 
the customer of a banker to ask him to discount his promissory 
note. If the banker does so, and gives him a Deposit, or Credit, 
or his own Notes, this is an exchange of securities. It is pre- 
cisely the same in the other case. Supposing that the holders of 
these bills are enabled to purchase goods with them, they may be 
paid off at maturity : if they cannot do so then the re-excliange 
of the securities is the mutual payment of each Debt, precisely in 
the same manner as when two bankers exchange notes : or as 
when a merchant pays his own acceptance to a banker in the 
banker’s notea The two contracts are extinguished. 


On the TuANSFORi^fATiON of Tempobaby Cbebit into 
PEEMAMFr GaI»ITAI.. 

19. We have now to give an example of the use of Credit 
wdiioh may surprise our readers, and of which we have not seen 
the slightest notice any where else. 

Sixteen hundred years ago Diophantus said Defect multi- 
plied into defect gives existence.^^ That is — x — = 4-* So also 
Roman Law said — Qui obligatione liberator videtur cepisse 
quid; ” as Von Savigny and all the Civilians say — The Release of 
a Debt is in all cases the Gift of an equal amount of Money.’^ 

Thus in Commercial Algebra a Belease from a Debt is in all 
cases absolutely equivalent to a Payment in Money ^ in strict ac- 
cordance with the principle that — x ■— is always equivalent 
to + X -f • 

When it is published to the world that the Bank of England 
has a paid up Capital of ^14, 000,000, and that the various Joint 
Stock Banks of London have paid up Capitals of these magni» 
tudes — 

£ 

London and Westminster Bank- '■ . . ' # , ■ * ,■ . 2 , 0 - 00,000 

Union Bank . ® 1 , 200,000 

London Joint Stock Bank . * « « 1 , 200,000 

London and County Bank « , , liOOOgOOO 


sow JOINT-STOCK BANKS INCBEASl TIfKIB CAHTAL. 175 

.. and man j ' others ' of lesser amount, most persons except .those, 
very feW' who are conversant with the. mechanism of hanking, 
believe that these Banks have those sums paid up in hard money. 
This however • is a complete . , delusion. ■ These banks never 
had anything like these sums paid up in money. Of course it is 
utterly impossible for any one to tell how much was ever paid 
up in nioney : but we believe we are safe in saying that not the 
haif 'of these sums was ever paid up in money. At least half 
these gigantic sums of so called paid up Capital are nothing more 
than the Bane’s own Ceedit towed zto Capital, 

111 order to understand how this was done, we must explain 
how the Capital of the Bank of England was increased in 1697, 
The first subscription of £1,200,000 was paid up in money, 
which was all advanced to Government, In 1696 the Bank 
stopped payment, and its Notes fell to a discount of 20 per cent. 
In order to restore public Credit, Parliament in 1697 determined 
to increase the Capital of the Bank. But no part of the increased 
Capital was paid up in Money. In pursuance of this Act 
£800,000 were paid in Exchequer tallies, and £200,000 in the 
Bank’s own depreciated notes which were taken at their full 
value in cash. Thus at thq^ first augmentation of Capital, 
£200,000 of the Capital consisted of its own Depreciated Notes 
or Grp:dit. And the Bank was authorised to issue an amount of 
Notes equal to the amount of this increase of Capital. 

Precisely the same thing was done by the Bank of Scotland. 
In 1727 it increased its Capital. The subscription was paid up 
partly in the Bank’s own notes. An outcry was made against 
this, but the Directors justly answered— But the objectors do 
not at all consider this point, for the payments are many of them 
made in specie, and bank notes are justly reckoned the same as 
specie when paid in on a call of stock, because, when paid in, it 
LESSENS the Demand on the Bank.” 

ThilLn:he Directors clearly understood that the Release of a 
Debt is in all respects e^iuivalent to the Fayment of Money, The 
Bank had issued its Notes. They were obligations, and the 
Bank was debtor to the holders of them. When the subscription 
was opened the subscriber might either pay Money ^ or release the 
CMink from its DeUs^ and the two oj>erationa were absolutely 


176 


THB ELEMENTS OE BANKING, 


equivalent; and lienee we see that at every fresh increase of 
Capital, a certain quantity of the Bank’s own Temporary Credit 
is turned into permanent Capital* 

Thus the Parliament of England and the Directors of the 
Bank of Scotland from their own practical Commercial instinct, 
treated the Release of a Debt as equivalent to a Payment in 
Money : strictly in accordance with, the doctrines of Eoman Law, 
and the principles of Algebra. 

Such are the metliods by which the Capital of a Bank which 
issues Notes may be increased ; but the Capital of a Bank which 
does not issue Notes may be increased by similar means. The 
essence of Banking, we have seen, is to make advances by creat- 
ing Credits, or Deposits. Suppose that the Bank wishes to in- 
crease its Capital, and its customers wish to subscribe. They 
may either pay in Money, or give the Bank a cheque on their 
account. This is exactly the same thing as paying the Bank 
in its own Notes. It is the release of a Debt : and that Debt 
released then becomes increase of Capital. This is the way in 
which the Capital of all Joint Stock Banks is increased. 

Similarly when large public loans are contracted lor, a very 
large portion of them is always cr|ated by means of Credit. The 
customers of a Bank wish to subscribe to a loan : and they bring 
it a batch of bills to discount. They draw Cheques upon the 
Credits, or Deposits, created on the discount of these bills. 
These Cheques may he paid into the Credit of the great con- 
tractors at their bankers, and transferred an indefinite number of 
times, without ever being required to be discharged in moneys 
they may in fact be discharged by being cancelled against other 
'Credits.' 
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CHAPTER VII. 

THE THEORY OF THE EXCHANGES 

J , An Exchange ” in commerce is where a jjerson pays his 
Crediior by transferring to him a Debt due to himself from some- 
one else. 

Thus the ordinary case of a person paying a debt by means 
of a Bank Note or Cheque, is an exchange.” It is what is called 
Novatio or Delegatio in Roman Law. 

Two passengers are travelling in an omnibus. The fare is 
sixpence. One passenger pays the conductor a shilling. The 
conductor is then indebted to him in sixpence. The other passen- 
ger has a sixpence in his hand ready to pay his fare. The con- 
ductor, by a nod, tells him to give the sixpence to the first pas- 
senger. By this means the conductor’s debt is paid without the 
trouble of the second passenger handing his sixpence to the con- 
ductor, and the conductor then handing it to the first passenger 
as payment of the Debt due to Mm. The whole transaction is an 
^‘Exchange.” 

Three parties and two Debts, are thus necessary to an ex- 
change. We shall show presently that it is very common to have 
four parties. The “ Exchanges ” is that branch of Banking which 
treats of the remission and settlement of Debts between different 
places by Paper Documents, and the exchange of the money of 
one country for that of another. They are merely an exempli, 
fication of the Doctrines of Coinage and Credit which have 
already been explained. 

2. When the coins of one country are caniedto another their 
value is estimated solely by their weight and fineness as bullion. 
Though the natives of the country it belonged to, from long 
habit and associatton of ideas, see in it a certain denominatioBj 

n 
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and may receive it at its nominal value long after it lias lost ife 
legal weight, a foreigner sees in it nothing but so much biilliom 
When a person takes the coin of one country to another^ 
and purchases the coin of that country with it, he is said to ex-- 
change it. Now suppose that the coinage of two countries is of 
the same metal and that both coinages are at their full weight and 
fineness : then if either of them be taken as the standard which 
may be called A, then the number of units, or parts of a unit 
of the coinage of the other, which may be called B, which con- 
tains precisely the same quantity of pure metal, is called the Par 
between the country A and the country B. Thus 
if the legal standard of France and England were gold, and the 
Pound be taken as the standard unit of England, the rrumber 
of the standard units of the French coinage which contain pre- 
cisely as much pure gold as the English pound would be the Par 
of Exchange between England and France. There is as nearly 
as possible one-fourth more pure gold in a Sovereign than in a 
twenty franc piece, called a Napoleon. Therefore we might say 
that 1 ‘25 is the gold Par of Exchange between England and France. 
The French Exchanges however are expressed in francs, which is 
a silver coin. Hence if the Sovereign contained exactly one- 
fourth more gold than the Napoleon, we should say that 25* was 
the Par of Exchange. 

If the English coinage of sovereigns became worn, clipped, and 
degraded, they would not exchange for so many francs as they 
would do if they were of full weight: an English sovereign 
might perhaps only exchange for 22 francs : and this would be 
called a fall in the foreign exchanges : or if an English merchant 
were bound to pay his creditor in Paris 2,500 francs, he would 
have to give more than £100 to purchase them, and the exchange 
would be said to he so much 'per cent, against England^ by the 
amount of that difference. 

It is evident that this adverse state of the exchange^>ould 
continue so long as the English coinage remained depreciated: 
but that if it were restored to its legal standard, that restoration 
would be itself sufficient to restore the exchange to its usual rate. 
Hence we see that if any country maintains its coinage of full 
weight and purity^ a Depreciation of the Coinage of England 
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neeiBsarilp produces an apparently adverse state of the 
changesj and that a reform of the English Coinage is sufficient hy 
itself to restore, them to their proper state. 

It is also evident that a Depreciation of the. Coinage, by a 
debasement of its purity, will produce exactly the same effects. 
It is also clear that if the Coinage of both countries was equally 
degraded, the Eate of Exchange between them would not be 
altered, and that the Eate would vary just in proportion as one 
was more or less degraded than the other. 

"When the Coinage of a country has become depreciated 
either from wear and tear, or a debasement of the standard, the 
consequence is said sometimes to be a fall in the Foreign Ex- 
changes? and sometimes a me in the Foreign Exchanges, and it 
is well to fix clearly what these expressions mean, as it might 
seem that they are contradictory, when they are not so. They 
only refer to two different methods of estimating the Coinage. 

When a Depreciated Coinage is said to produce a fall in 
the Foreign Exchanges^ it means that a given amount of Home 
Coinage will purchase a less amount of Foreign Coin. 

When a Depreciated Coinage is said to produce a rise in the 
Foreign Exchanges it means that a greater quantity of Home 
Coinage is required to purchase a given amount of Foreign 
Coin. 

A clear understanding of these expressions will prevent any 
confusion arising when they are used indiscriminately, as they 
often are, in discussions on the Exchanges. 

It is also evident that there can be no fixed Par of Exchange 
between two countries which do not employ the same metal as 
their legal standard : because their market values are constantly 
varying from causes quite beyond the reach of any law: and it 
is no more possible to have a fixed price of one in terms of the 
other, than to have a fixed legal price for wheat or any other 
commodity. The veiy same rule must also apply to two 
countries, one of which uses gold, and the other silver, as the 
measure of value. The only correct mode of expressing it is, 
therefore, to say that such is usual Eate of Exchange hetwem 
them. 

Although when the Coinage is in a depreciated state, the 
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excliange will be apparently adverse witb these countries which 
maintain their Coinage in its standard state, it is quite clear that 
the exchange founded upon the commercial operations of the 
two countries may be above, below, or at Par : and it is very 
easy to discover its true state* 

The Rate of Exchange which arises out of the state of the 
Coinage is called the Nominal Exchange ; the Rate which arises 
out of the commercial operations of the country is called the Real 
Exchange. 

To take an example. Suppose the Exchange on Paris is 
2,521 francs for £100 in gold at the Mint Price : or when the 
Coinage is at its full legal weight. Then suppose that in conse- 
quence of the Depreciation of the Coinage, the Market Price of 
gold bullion rises to £4 Ss. per oz. : then the Market Price of 
£100 is £106 II 5 . 7^d, Now suppose the Exchange on Paris 
23*80, or £100 will purchase 2,880 francs, then £106 lls. 
would be able to purchase 2,536*36 francs. But as the real Par 
at the Mint Price is 2,521, it is evident that the difference be- 
tween these two sums is the extent to which the Real Exchange 
is in favour of London. We can also see to what extent the 
Exchange is depressed, because £100 at the above exchange will 
purchase 2,380 francs, whereas they ought to purchase 2,536*63 
if they were of full weight : and the difference between these two 
sums shows the extent by which the Nominal Exchange is de- 
pressed. Hence we have the following rule — 

Find the Marhet Price of the sum in London compared to the 
Mint Price: multiply the Market Price so found hy the Rate oj 
Exchange : then if the residt he equal to the Par of Exchange^ 
the Exchange is at par : and if there he a difference^ the Ex- 
change is favourable or adverse^ according as the difference is 
above or below the par. 

And the depression of the Exchange caused by the Depreci- 
ation of the Coinage, is the difference between the^slim so 
expressed in the Mint and Market Prices multiplied by the Rate 
of Exchange. 

In the excellent state in which our Coinage now is, the 
question of the Nominal Exchange, so far as regards this country, 
Is of little importance; but it is essential as regards several 
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foreign countries whicli use an inconvertible and «lepireciate<i 
: ■ Paperv.Onrrencj# 

On the Nature of cm ExcHANai. 

8. We will now show how the example of the nature of an 
Exchange ” we began with is exemplified in practice. Suppose 
two cities, London and Edinburgh. Suppose a trader A in London 
is debtor to a trader B in Edinburgh for a certain sum : suppose 
also that a trader in Edinburgh is debtor to A! in London for 
an equal sum. Then, in order to pay their debts, A would hare 
to send the money to B: and B' would have to send an equal 
sum to A', thus can sing two separate transmissions of bullion 
between London and Edinhiirgli, at some expense for freight and 
insurance. 

Now this settlement o£ debts may be greatly facilitated if A 
in London goes and pays his debt to A^, and buys from A' the 
debt due to him from B', and sends this debt by post to B in 
Edinburgh. B then goes to B' and demands payment from him 
of his debt due to A. Thus it is clear that the whole business 
has been settled by the transmission of the debt, instead of by 
the transmission of twice the amount in bullion, and each debtor 
has paid the debt to the creditor in the same town. 

The whole transaction is called an “ Exchange ; ” and it is 
clear that there must be a debtor and a creditor in each city. 
In the case given there are four parties: but it may be done by 
three parties. Suppose A in London has a debt due to him from 
B in Edinburgh, but at the same time owes B' an equal sum. To 
pay bis debt to B' he has only to give him an order on E, and the 
accounts between the parties are adjusted without any trans- 
mission of bullion. 

When the debts bet%veen London and Edinburgh are equal, 
they rna}^ all be discharged by means of such an exchange, with- 
out sending any specie. The exchanges are then said to be at 
Far. 

Supposing, however, that the debts are unequal, and Edin- 
burgh wishes to send more money to London than it has to re- 
cjeive, it is clear ’that the demand for bills is greater than liie 
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'istipply:,:: and :as:etery obb wonld ratliBr send a MU tHan caslij aa. 
it is cheaper to do so, those who had to send money would bid 
against each other for the bills in the market as for any mer- 
chandise, and the price of them would rise, as a premium would 
have to be paid for a bill on London. 

London is the great centre of commerce. It is the seat of 
Government to which the revenue is remitted from all parts of 
tlie country: the great families from all parts of the country go 
to reside there, and their incomes must be remitted to them there : 
hence there is always a much greater quantity of mcmey seeking 
to flow from the country to London than the contrary : conse- 
quently the demand for bills on London in the country is greater 
than the supply ; and, therefore, inland bills upon London are 
always at a premium. 

This premium is computed by time. If a person wants 
arbill at sight on London he must pay la. per cent, or four 
days’ interest. This is called the Time Par of Exchange, 
between Edinburgh and London. There is a similar premium 
on bills, or par of Exchange between all other towns in the coun- 
try on London. This is called Inland exchange. 

The exchange of the country upon London is said to be in 
favour of London, and against the country. But it must be 
observed that it is only unfavourable to the huijers of bills, or 
those who wish to send money. It is equally favomuble to the 
sellers of bills or those who to receive money. 

It appears from this that when in any place the demand for 
bills is greater than the supply, the Exchanges are adverse to 
that place, because it has more money to pay than to receive : 
when the supply is greater than the demand, the Exchanges are 
favourable to it, because it has more money to receive than to 
pay. 

0% Foreiun Exchanue. 

4. The principle of Foreign Exchange is exactly the same as 
that of Inland Exchange. But there is somewhat more compli- 
cation in the detail, on account of the different moneys of dif- 
ferent countries. 

In Exchange between two foreign places and of differenu 
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aioneySy tlieiEoaiey of one .place is always taken as fixedy .and the 
Exchange is reckoned in the variable quantities of the money of 
the other given for it. The former is called the fixed or csrtam 
price, and the latter the variable or uncei'tain price. 

Thus between London and Paris the £ is the fixed price and 
the Exchange is reckoned in the variable sum in francs and cents 
.given for it. 

■ On the contrary, between London and Spain, the Exchange„is 
always reckoned by the variable sum in pence given for the iixed 
dollar of exchange. 

When a certain place is taken as a centre, if the fixed price 
is the money of that place it is said to receive the variable prices 
on tlie contrary when the money of that place is the variable 
price, it is said to give the variable price. 

Thus at any time London receives from Paris so many francs 
and cents for the £l sterling; and London gives Spain so many 
pence for the dollar. 

In the quotation of the Eates of Exchange it is usual to omit 
the fixed price, and name only the variable price, and then that 
is called the Hate or Course of Exchange, 


According to Tate's Modern Cambist the 

following are the 

present Eates of Exchange between London 

and the principal 

Foreign cities— 

London receives from 


Amsterdam 

11*19 Florins and stivers , 

. « « for £L 

8-ermany . , 

20*43 Imperial marks and pfennigs ^ s* 1 

France 



Italy . 

Belgium 

\ 

i- 25‘30 Francs or lire and cents. 

§ , ,»■ fif ■ ; ' " 1' 

Switzerland 

Austria , « 

i . , ^ . ■ 

10*35 Florins and krcuzors 


..'v' ' ■ 

London gives to 


Lisbon 

pence sterling for * , 


Spain 

SOi »» 

I Hard dollar. 

Gl*ibmltar , 

40^ „ „ , 


St. Petersburg . 

m »» 

1 Silver rouble. 

Bio Janeiro 


1 Milreis, 

New York. . • 

49i 

1 U. S. dollar. 

:dalcnfct®: 

[Mi-' „ 

1 Oovermnent rupee 
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The above are the Mint Par Bates : but in Austria, Ttalj, 
and the United States, these Bates are deranged by the Paper 
Money of each country : at the present moment the Exchange on 
Italy is about 29*50 : on Austria about 11*50 : and on New York 
about 45*, 

Now if the Exchange of Loiidon on Paris is against London, 
or ihe demand in London for bills on Paris is greater than the 
supply, it is clear that the £ sterling will purchase fewer francs. 
Hence between London and Paris when the exchange is adverse 
to London the Bates of Exchange will fall helow par. 

On the contrary, when the Exchange is favourable to London, 
that is the supply greater than the demand, the Kate of Exchange 
will me aJoufi par. * 

And the same is manifestly true with respect to all other 
places from which London receives the variable price. 

But if the Exchange between London and Spain is against 
London, or the demand in London for bills on Spain is greater 
than the supply, then London will have to give more pence to 
purchase the Spanish dollar. 

Hence between London and Spain, when the Exchange is 
against London, the Kate of Exchange will rise above par. 

On the contrary, when the Exchange is favourable to London, 
she will have to giY^ feiver pence to purchase the Spanisli dollar, 
and consequently the Kate of Exchange will fall helow par. 

And the sfime is manifestly true with respect to all other 
places to which TjojidiOn gives the variable price. 

Hence when the Exchange -between London and any other 
place varies from par, we must always consider wdiether London 
gives the variable price to, or receives it from, that place. 

The interests of the buyers and sellers of bills are always 
opposite. If the Kate of Exchange is favourable to the one, it 
is equally adverse to the other. The buyers of bills are also 
called remitters, and the sellers are also called drawers. 

On the Limits of the Yabutions of the Exchanoe, 

5. vSupposing that while the Exchange between any two 
places — say London and Paris — is in a state of equilibriuiii, 
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%h&t is, wlieii the demand and supply o£ bills in each city is 
exactly equal, so that they would each have to receive and send 
the same sum, it should liappen that from any cause whatever, 
no matter what, there should be a desire on any particular day 
to send more money from one side than it has to receive. 
Suppose more money has to be sent from London than it has 
to receive : then those merchants who want to remit money from 
London will strive to buy bills on Paris in the London market. 
But as the demand is greater than the supply, a competition will 
spring up to buy the bills which are in the market, and hence 
the price of them will rise. It is their duty to place the bullion 
in Paris at their own expense and risk, and consequently, they 
would rather give somewhat more for a bill than its par price, 
to save themselves that expense. But they will not give more 
than the cost of transmitting the bullion itself, because, if the 
price rose higher than that, they would send the money. Thus 
when the Exchange in London rises against London, or in the 
case of Paris, falls below par, it shows that London wishes to 
send to Paris more than it has to receive, and the exchange is 
said to be against London : but it is clear that it cannot con- 
tinue at a greater rate against London than the cost of trans- 
mitting bullion. Hence this is manifestly a superior limit to 
the variation of the B aal Exchange. 

But the reverse case may also happen. The supply of bills 
in London on Paris may exceed the demand. The price of 
them will therefore manifestly fall. But for similar reasons, the 
cost of transmitting bullion will be an inferior limit below which 
the price will not faU. 

We thus see that the state of the Exchanges arising out of 
the cross remittances of money is a simple example of the 
general law of supply and demand : with the limitation that the 
variation in the Rates of Exchange cannot exceed a certain 
definite sum, namely, twice the cost of sending bullion from one 
place to the other. 

These Limits of the Rate of Exchange are called specie 
points, because when the Exchanges reach them, bullion may be 
expected to flow in, or out, as the case may be. 

It is to be observed, however, that these limits of the 
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Tariations of ' tMe IxcliaBge, or Specie points only apply to, bill® 
payable at once^ and to long periods. During short periods^ 
and for bills wMcli have some time to run, temporary causes 
may prodnce fluctuations in the Exchanges greatly exceeding 
these limits. 

On the EffeMs of an InGonvertihh Paper Gmrenc^ 
on the Foreigrb Exchanges, 

6. We must now consider the. effect 'of Paper Money? ',pr 
an Inconvertible Paper Gurrency, on the Foreign Exchanges 
and the Market Price of bullion. So long as Paper is con- 
vertible? that is, so long as the holder of it has power to*demand 
payment of it at sight, it is very clear that it cannot circulate at- 
a discount, because, if it fell to a discoimt, every person who 
lield it would immediately go and demand gold for it. But if 
while it is in circulation, the power of convertibility is taken 
away, then it becomes, in all respects, equivalent to a new 
standard, just as much as gold and silver, and its value will be 
affected by the same principles, i,e, by the sole question of the 
quantity of it in circulation, compared to the operations it 
represents. 

Under the old system of attempting to flx the price of gold 
and silver relatively to each other, there was no powtir of con- 
vertibility of one into the other similar to the convertibility of 
the note. If silver fell to a discount as compared with gold, no 
person could demand as a right to have their silver exchanged 
for gold : consequently the inevitable result of a considerable 
change in the quantity of either metal was a change in their 
market values. Thus in 1794, gold rose to 845. if purchased 
with silver bullion : now if, speaking by analogy, the silver coin 
bad been convertible into gold, the difference never could have 
arisen, any more than a bank note, convertible at the will of tine 
holder of it, could circulate at a discount. 

Now Paper, when issued as a substantive Coinage, follows 
exactly the same rules : if only the usual quantity of it is 
issued, 1,5. no greater quantity than would have been issued if 
it were convertible into specie, it will continue to circulate at 
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its' pa? valne, ; but if these' issues be ' continued, and if it be de- 
prived of the natural corrector of an over-issue, viz. ^ payment , on 
demand, and it is maintained in circulation, exactly the same result 
follows as attends an excessive issue of silver— it ialls. to a discount. 

silver coin may fall to a discount from two circum- 
stances : either if silver be coined with too great profoseness, 
the excessive quantity of it will diminish its valm^ even though 
the coin be of full weight : or if the silver coin be suffered to 
iali into a degraded state by clipping and wearing, so that it 
does not contain the full legal weight of bullion, it then becomes 
(leiweciated. The apparent result in figures will be just the 
same in either case : guineas will rise to %is. or 80s. But as 
silver fias general value, and is, from its qualities, a recognised 
measure of value, it is not correct to apply the term depreciation 
to it as long as the coin contains its full legal weight of bullion. 
But the case is different with Paper: it is only received on 
account of bearing a promise to pay a certain quantity of bullion 
on the face of it : and if it is not able to fulfil that promise it is 
depreciated. 

Now if, for the public convenience, it is deemed advisable to 
issue Paper Money, or an Inconvertible Paper Cun'ency, the 
only way of maintaining its currency at par is by limiting its 
quantity. We do not mean by this by limiting its quantity 
to an absolute fixed amount, but by devising some means 
whereby a greater quantity of it shall not he issued than if it 
were convertible into gold^ If more than this be issued, it 
will be followed by the same result as attends an excessive issue 
of silver, it will fall to a discount, which in this case is depre- 
ciation I and the necessary consequences of a Depreciated 
Currency will follow, viz. the Market Price (or Paper Price) of 
bullion will rise above the Mint Price and the Foreign Ex- 
changes will fall. 

Now if such a state of things happens, the proper remedy is 
to diminish the quantity of the Paper in circulation until the 
Market Price of bullion is reduced to the level of the Mint Price. 
If the power of demanding five sovereigns be taken away from 
the holder of a note, still if he can purchase bullion with it in 
the market to the^ amount of five sovereigns, it is of course » 
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pmof that the Note is current at par : and the limitation need 
not proceed beyond that. But if this be not done the next best 
thing is to allow all persons to receive the notes at whatever 
value they choose to put upon them : and to let them make a 
difference, if they choose, between the prices of articles when 
paid in gold or in paper. If this be allowed no very great in- 
convenience will take place in the internal tt'ade of the country* 
It is entirely by adopting judicious measures to limit the quantity' 
of notes in circulation that the Bank of France has preseirved its 
notes fit par althougli they are inconvertible. 

But suppose that the law makes it a crime to make a dif- 
ference between paper and gold and a punishable offence to give 
twenty pounds in gold for twenty-five pounds in paper — what 
will be the consequence ? Exactly the same as we have seen 
happen when the silver and gold coins were improperly rated, 
the one which ims underrated disappeared from circulation. This 
has happened both in the case of gold coin and silver coin. Now 
when Paper Money is issued in too great abundance, and has a 
tendency to oveiflow the channel of circulation, its mitural effect 
is to raise prices when paid in it. If people were free in their 
transactions, they would gradually make a difference in price be- 
tween payments in paper and payments in bullion : but if the 
owners of the coin are prevented by law from receiving more 
for it than the same nominal sum in paper, they will do exactly 
the same thing as is invariably done when in a metallic currency, 
part is depreciated and part is of full weight — they will either 
hoard or export it. At all events it will disappear from circu- 
lation. As the gold gradually disappears and Paper issues 
multiply, people begin to estimate all prices by the Paper price, 
and the Paper ends by finally displacing the entire gold Coinage. 

The convertibility of the Coin into the legal amount of 
bullion is the test of the depreciation of the Metallic Currency; 
so the convertibility of the Note into Coin is the test of the de- 
preciation of the Note. When Paper becomes the standard of 
Currency the Market Price of bullion means the Price of it paid 
in Paper Money, or the Paper Price of it, and it is clear that ii 
the Paper Price of bullion rises above the Mint Price it is the 
proof and the measure of the Depreciation of the Paper Currency, 
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WhenoYer the Currency' of a country becomes redundantj 
eiaat is to say when prices are raised so much higher in one 
country than in its neighbours, that the value of money sensibly 
diminishes, the natural corrective for such a state of things is to 
take a certain portion of it out of circulation, so that by diminish- 
ing the quantity of it its value may be raised. When people 
find that the same quantity of gold will not purchase an equal 
amount of commodities in this country as they will in another, 
their own natural instincts will lead them to purchase commo- 
dities abroad where they are cheap, and bring them for sale here 
where they are dear. The natural instincts of trade will, there- 
fore, produce an equilibrium in value in the currency of neigh- 
bouring countries. 

When the Currency of a country consists partly of paper and 
partly of gold and silver, it is quite clear that only the metallic 
portion of it can be exported in payment of foreign commodities. 
The paper portion of it, which has no value abroad, must remain 
at home. If the issues of paper be continued so as to prevent 
the Currency from recovering its value, tlie process of the ex- 
portation of the metallic portion will go on until it is entirely 
exhausted. If this be the case, the only method of restoring the 
Currency to its par value is by diminishing the quantity of the 
paper, until the drain is stopped by the enhancement of the value 
of the whole Currency. Some persons used to maintain that as 
the gold goes out, paper should be issued to supply the vacuum 
until the gold comes back. But it requires little sagacity to see 
that if that be done the gold never will come hacJc again^ and the 
drain will not cease until it is totally exhausted, and the only 
way to bring it back again is to raise its value at home, which 
can be done only by removing the plethora of paper. 

We have seen that with bullion, the Eate of Exchange can 
never continue very long above or below the cost of transmitting 
bullion : but the Nominal Exchange can vary to any amount 
according to the Depreciation of the Coinage. The very same 
effect follows an excessive issue of Paper Money ; and it may fall 
to any amount of Depreciation. And just as the rise of the 
Paper Price of bullion above the Mint Price shews the Deprecis * 
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: tid!i' ■ of 'tKe//Fap^^^ same' thing ■will manifestly ca^iiBe a fall 

of the Foreign Exchange below the limits of the Eeai Exchange, 

On Exchange Opeeatxons. 

7. Exchange operations consist in buyingj selling, importing 
and exporting bullion, called ^‘Bullion Operations,” and buying 
and selling Bills, called “ Banking Operations.” 

The calculations necessary to ascejliain the proiit and loss on 
such operations are given at length in various technical works 
on the subject, to which we must refer any of our readers who 
are practically concerned in such matters. Our object only is to 
examine the general causes which produce these movbments 
of bullion which so sorely vex the banking and commercial 
world. 

Exchange operations of both sorts may be either direct or 
indirect : that is they may take place directly between the two 
countries, or the final operations may be effected through the 
medium of one or more intermediate countries. 

We have observed that for bills payable at sight the limits of 
the variations of the Exchanges cannot exceed the cost of trans- 
mitting bullion, which are called the specie points, because when 
they are reached, bullion may be expected to flow in or out. 

When the bills however have a considerable time, such as 
three months or more, to run, before they are payable, causes 
may operate which may produce temporary fluctuations of 
the exchange considerably beyond these limits. These are 
chiefly — 

1. The necessity that the holders of these long dated bills may 
have to realise them, even at a considerable sacrifice, to maintain 
their own position. 

2. The doubtful position of the acceptors, or the general dis- 
credit of the place they are drawn upon. 

3. The diflering relative values of the precious metals which 
{ire the standards of payment at each place. 

4. The respective Eates of Discount at each place. Now it 
may very often happen that from these combined causes, it may 
be considerably more profitable to possess buMion at one place 
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i^iair Whenever this is the case, Exchange operators 

export bullion from one place to another for the sake of the 
profit.'. ...They OEEATE hills, upon such a place. ' They : draw upon 
;tlie!r., correspon dents,, discount their bills, and remit the proceeds: 
to meet their drafts when due. 

It used to be the dogma of many commercial writers that 
bullion is only exported to discharge a previous state of indebted- 
ness, and that, consequently, a drain of bullion comes to a natural 
end when the indebtedness is discharged. But this is a most 
grievous error. The sufficient difterence of profit in possessing 
bullion at two places tvtU cause a fabrication of Mils for the 
purpose of exporting bullion^ without any previoiivS indebtedness : 
and of •course this will continue as long as this possibility of 
profit exists. Consequently this profit is destroyed, the 

drain of bullion will not cease. The effectual way of annihilating 
this profit is by RAmm the Rate of Discount. 

It is manifest that in such ^operations, the difiference of profit 
between the two places must exceed twice the cost of transmitting 
bullion, because in such cases, the cost of transmitting bullion 
both ways will fall on those who originate them. 

Between countries in which there are no restraints on trade, 
the exchanges will never vary much except on some sudden 
emergency : but there are countries with which, owing to the 
prohibitive laws which infest their commercial codes, the ex- 
changes are permanently unfavourable, because they will take 
nothing but bullion for their commodities. Russia is one of these 
countries, and hence if not modified by other circumstances, bills 
upon Russia would always be at a premium ; but here again the 
effect of trafficking steps in, which always has a tendency to 
equalise pieces. The merchant (as we may call him) who deals 
in bills acts upon the same principles as the dealer in any other 
commodities : he buys them where they are cheapest, and sells 
them %^here they are dearest. Hence he will try to buy up 
Russian bills cheaper in other exchanges, or debt markets, and 
sell them in the London debt market. On the other hand from 
the course of trade between England and Italy, the debt . which 
Italy owes to England is usually greater than the contrary; 
hence Italian bills will usually be at a discount, or cheap, in the 
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London debt market. So tlie bill merchant buys them np cheap 
liere, and sends them to some other market— Paris for instance — 
^vhe^e they may be at a premium. By these means the price of 
bills is raised where they are cheapest and depressed where they 
are dearest: and the general result; will be to melt all the 
differences between separate countries into one general result, so 
that the exchanges will not he favourable with one country and 
adverse with another, but they will be generally adverse or 
lavourable with all the rest of the world. 

Supposing, however, a merchant has to remit money to Paris, 
while the exchange with Paris is unfavourable to England, he 
may possibly discover a more advantageous way of remitting 
it than by buying a bill on Paris directly. Thus for instance, 
while bills on Paris are at a premium in London, those on Ham- 
burg may be at a discount, and bills on Paris may be at a dis- 
count in Hamburg. So if the merchant buys a bill on Hamburg 
and sends it to his agent there, and directs him to purchase a 
bill on Paris with the proceeds, he may be able to discharge his 
debt in Paris at a less sum than he woxilcl have to pay for a bill 
on Paris in London. This circuitous way of settling his debt 
involves additional charges for brokerage, commission, postage, 
(fee., but the effect of it is still further to equalise the exchanges 
between London and all other countries. This circuitous 
method is called the Arbitration of Exchanges, and the sum which 
is given in London for the ultimate price it realises in Paris is 
called its Arbitrated Price. When only three places are used in 
such an operation it is called Simple Arbitration. When more 
than three are employed, it is called Compound Arbitration. The 
practical rules for working out these results will be found in any 
technical book on the subject. But it is very evident that the 
quicker, safer, and cheaper the communication between countries 
becomes, the less room will there be for such operations, because 
the Limits of the variations of the real exchanges, which are the 
margin which renders such transactions possible, will constantly 
diminish. 

The scale on which these indirect operations of exchange is 
carried on is immense, and peculiarly affects the London ex- 
change. There is no exchange between places to and ironi 
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whicli remittances have not constantly to be made. Hence, when 
jsuch places trade, their accounts must be settled by means of 
drafts upon some third recognised centre. London is the bank- 
ing centre of the world. From the enormous exports of England 
to all quarters of the globe, remittances have to be made to 
London from every part of the world. There is, therefore, a 
constant demand for bills upon London to discharge the debts 
incurred for these commodities. Hence although the exporters 
may send their goods to different countries, yet if they can 
draw upon London, their bills will be sure to find some pur- 
chasers somewhere to be remitted to England. Hence bills upon 
London bear a higher price, and meet with a readier sale than 
those upon other places. 

One country A may import from another B less than she 
exports, and consequently a debt is due from A to B, Also B 
exports to another country C more than she imports: and conso' 
quently a debt is due from C to B, and A may discharge its 
debt to B by transferring to it its claim against C. 

As many countries trade with one another between which 
there is no exchange, their claims are mutually adjusted by 
drafts upon London, the commercial centre. Hence the London 
exchange is the most important in the world, and requires the 
greatest attention to be paid to it. 

There are Arbitrated prices of bullion in the same way as 
there are Arbitrated rates of exchange, but we need not enter 
into them here. 

On the Eeal or Commercial Exchange. 

8, We must now consider the Beal or Commercial Exchange, 
which arises out of the transactions between this and other 
countries. As the British Islands do not produce the precious 
metals to any extent worth considering, they are only to be 
obtained in this country by importation, and we must now 
consider the various sources Irom which they come, and the 
different causes that produce an inflow or outflow of them. 
They are to be tiHjated in every other respect like any other 
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foreign commodity, and are "obtained by tbe same means as any 
atber one wbicb we require for domestic consumptionj wMcb is 
not a native product. 

The trade in bullion may be divided into two distinct 
brandies ; ' the one where it is ' carried on directly with the 
countries in which gold and silver are native products, and the 
other with those countries which do not produce it, but which, 
like our own, have no means of supplying themselves with it 
except by foreign commerce. 

I. With hullion-'producing cownfms.—Before the discoveries 
in California and Australia the chief bullion-producing countries 
were Mexico and Peru. We need not specify others because 
the same principle applies to them all, and to describe tfiem all 
would rather belong to a work on commerce generally. British 
merchants have establishments, or correspondents, in these 
countries, to whom they consign their goods, and their agents 
exchange them for bullion brought down by the natives, and 
which is collected in large quantities, and in former times, before 
the invention of steam navigation, used to be brought home by 
men- of- war for the sake of security. In these countries bullion 
is treated exactly like any other commodity, such as tea, or 
wool, or wine, oy timber, and British goods of all kinds are ex- 
ported to them for the express purpose of being exchanged for 
bullion to be remitted home. The limits of this exportation are 
precisely similar to the limits of the exportation of goods to any 
other country. It is clear that by the time the bullion reaches 
this country, it ought to be sufficient to cover the original price 
of the goods, and all the charges on them on their way out, as 
well as the agent’s commission there, the charges for freight, 
insurance, and commission for bringing it home, and a fair 
mercantile profit over and above all these expenses. Unless it 
does that, the commerce is not profitable. The purchase of 
bullion then in these countries is a very simple affair, and 
requires no further notice. 

IL With countries which do not produce bullion. The 
causes which px’oduce an inflow or outflow of bullion, between 
this and other countries like it which do not produce bullion, 
«re much more intricate. Taking ' this country as the centr@| 
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we may consider tliat the transmission of bullion to or from it 
Is injStienced by the seveh ibllowing causes — 

1. The balance of payments to be made to or by it. 

2. By the state of the Foreign Exchanges. 

8. By the state of the Currency. 

4. By remittances made to this country, as the commercial 
centre of the world, to meet payments due to other countries. 

5. By the political security of this and neighbouring coun- 
■ tries.' 

6. By the state of the Money Market, or the comparatiTe 
Rates of Interest in this and neighbouring countries. 

7. By the free or prohibitive commercial tariffs of this and 
foreign countries, as they permit or forbid our manufactures to 
be imported into them. 

There are, then, seven different causes which act upon the 
movements of bullion, and we see at once what a complicated 
subject the Foreign Exchanges is, because these seven different 
causes may be acting in all sorts of different ways, in conjunction 
or opposition ; and of course it requires an intimate knowledge 
of commercial affairs at any particular time to know how they 
do operate. The inveterate error of mercantile opinion for a 
long time was, that there is only one cause which causes an 
expoi^ of bullion, namely a balance of payments to be made. 

It appears that the simplest way of arriving at an accurate 
knowledge of the subject is to consider that the dealings between 
nation and nation are only made up of the aggregate of dealings 
between individuals of the nations, and we have only to consider 
the variety of methods in which an individual merchant may 
trade to have a comprehensive idea of the commerce of the 
nation. 

Suppose a merchant of London sends £1,000 of goods to 
Bordeaux : by the time they arrive there the mere addition of 
freight, insurance, and other charges, would probably have raised 
their cost of production, or the expense of placing them there 
to £1,050. But as the merchant would never have sent them 
to that market, unless he expected to realise a good profit, we 
may assume that the market is favourable and that they sell for 
£1,500, and he •would probably draw against his agent for 
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si§ly000. His correspondent at Bordeaux, instead of remitting 
the money to London, wonld prefer in ordinary circumstances to 
invest tlie proceeds of the goods in some native product, which 
would fetch a good price in London. The chief native product 
of that country is wine : so the agent would invest the proceeds 
of the goods, after deducting all charges for freight, commission, 
<S;c., in Bordeaux wine, and send it to England. This wine 
would probably be sold at a considerable profit in the English 
market, — say it would fetch £2,000 : and after deducting all 
the charges of every description on the cargoes both ways, the 
difference would be the merchant’s profit. In this case it is 
quite clear that no bullion would pass between the countries, 
and therefore there would be no question of exchanges. 

The London merchant’s agent at Bordeaux would be governed 
by several considerations as to whether he would remit specie or 
wine to London, and he would be guided chiefly by the state of 
the wine markets both at Bordeaux and London. For supposing 
the goods to be sold at a good profit at Bordeaux, he must next con« 
sider the price of the wine at Bordeaux, and also what it might 
be expected to fetch in London. If some great disaster had 
happened to the vines so that there was a failure of the crops, 
the price of wine at Bordeaux might rule excessively high ; but 
at the same time there might be a large stock of wine in London, 
and the price might not be unusually high : so that if he were 
to purchase wine at Bordeaux, and send it to London, it might 
he a loss. In such a case as this, if there were no other 
native product to send, he would find it more advantageous to 
remit specie, whatever the goods would sell for, and then the 
exchange would be in favour of London : but before the London 
merchant could reckon his profits he would have to deduct th€ 
freight, insurance, &c., on the specie. 

It must be observed however that the example of the product 
which we have taken, wine, is not a very good one to illustrate the 
principle, because wine is an article which may be kept for several 
years before it is used : and the merchant mig] it import the wine, 
even though it would not pay at existing prices, in the expecta- 
tion that in process of time the price of it would rise in conse» 
quence of the scarcity. An example of a product which re« 
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qiiired immediate coB.sumptiony would have been a better iliua- 
■•tration,",'. ■ ■ 

If we suppose that Bordeaux had but one natiye product — 
wine — the chances o£ finding the markets, both at Bordeaux and 
London, in a favourable state for importing produce instead of 
specie, would be limited to that single article. But if it had other 
products, such as olive oil, the chances would be increased of find- 
ing articles to suit the market ; and the chances would evidently 
be multiplied according to the number and variety of its products. 
Hence we see the great importance of having as great a variety 
%s possible in a market, because the more articles there are, the 
more ohances there are that commercial indebtedness may he settled 
hy prbducts rather than by specie. 

Whether the transaction was profitable or not to tbe London 
merchant would entirely depend on the amount of specie he 
received after deducting all charges : and if he had purchased 
the goods he sent out from England cheap, and there was a 
scarcity of them at Bordeaux, he might realise high prices there, 
which might leave him a good profit. It would be very impro- 
bable that he could realise so much profit on that single operation 
as in the double one of exporting goods and importing wine. So 
that the import of the specie would be less profitable to him and 
the nation at large, than the import of the wine. 

The reasons which caused the export of specie from Bordeaux, 
and the import of it into England, in this case, are very plain ; 
they were the scarcity and dearness of the native products at 
Bordeaux, and the abundant supply of them already in the 
London market. Hence we gather that the scarcity and dear- 
ness OF NATIVE PRODUCTS IS AN INFALLIBLE CAUSE OF THE EXPORT 
OF SPECIE FROM A COUNTRY : on the contrary, an already existing 
abundant supply of products both domestic and foreign is a 
certain cause of its import into a country ; Just as people flock 
to buy in a well stocked and cheap market. 

The exchange being in favour of a country means nothing 
more than that bullion has to be remitted to it. In the case 
above described, the exchange at Bordeaux would be in favour 
of London : but this simple case is as good as a thousand to 
shew the extreme and dangerous fallacy of drawing any con- 
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elusion as to tbe advantage of the trade to England, firom the 
simple fact of the exchange being favourable to her, and an 
inflow of bullion taking place. 

The example given above is of the simplest description, and 
a merchant of eminence, who has correspondents in several 
different parts of the world, might easily multiply these opera- 
tions so as to trade with many markets before the returns of 
his cargo were brought home. Thus instead of having the wine 
sent home from Bordeaux, his correspondent might find it more 
profitable to send it to Buenos Ayres, and dispose of it there. 
The chief native product of that place is hides, and we may 
suppose that his correspondent there might invest the proceeds 
of the cargo of wine in hides, which there might be a favotoable 
opportunity of selling in the West Indies. When the cargo 
arrived in the West Indies, instead of remitting the proceeds 
directly home, it might very well happen that, owing to a 
scarcity of corn at home, it might be very high there and cheap 
in Canada, so he would invest the proceeds of the hides in sugar, 
and despatch that to Canada, where the merchant’s correspondent 
there would dispose of it, and purchase corn, which he would 
send to England. 

In the case just described, we observe that there are five 
distinct operations, and, as we may suppose that there is a 
profit upon each of them, by the time the returns for the goods, 
which originally cost £1000, are brought to England, it may 
very well be, that the corn, which forms the ultimate payment 
of them, may be several times as valuable as the original cargos 
and as the charges on each operation are deducted before in- 
vesting the proceeds in other articles, it is clear that the 
merchant’s profit upon the whole is exactly the difference in 
value between the articles last purchased and sent home and 
the original cargo, after deducting all the expenses of sending 
home the last cargo : and it is also seen that no specie has'’ been 
sent from one country to the other in the whole course of the 
extended operation. 

There will be no difiiculty in considering the reverse case 
In which the operation is commenced from the foreign country. 
Suppose the starting point is New York. The staple products 
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of : America: -are ^breadstniFs and proTisiom , A '. merchant of 
New York;' sends a cargo of corn to LiYerpool, and Ms coire- ' 
spondent there will endeavour to invest the proceeds of that in 
British goods, if he finds the state of the markets in England 
and New York will make such an operation profitable. Suppose 
the price of corn is very high here, and British goods are also 
very high here, and very low in America^ it is clear that 
nothing but specie will be sent. In cases where a great and 
unexpected dearth of corn occurs in England, and its price rises 
enormously high, the infallible result is to cause a great drain of 
specie for the time being, because our necessity for food is much 
mox’e pressing and immediate than their necessity or capability 
of consuming our cotton or woollen goods. And the only way to 
arrest such a drain is to effect such a reduction in the price oj 
British goods as to make it more profitable to export goods than 
specie. And we shall see in the next chapter that it was this 
precise object which the Bank Act of 1844 was intended to 
effect. 

The varieties of trading described are sufficient to suggest 
the following rules regarding the infiow or outflow of bullion. 

I. The cause of bullion being imported is either when the 
price of goods is so low in England and so high in the foreign 
market that foreigners are tempted to send here to buy, or 
English merchants are tempted to export. 

II. The cause of bullion being exported from England is 
that there is some great and pressing demand for some article in 
this country, and other commodities are so scarce and dear that 
they cannot be exported with a profit; or that the article is 
required in such great quantities that the foreigner cannot con- 
sume our goods, which we would prefer to send in payment, fast 
enough: and so specie must be sent; and the greater the 
difference in price the greater will be the drain of bullion: oi 
that t>ther markets are already overstocked with oiir products, 
which are depressed below their usual market value there. 
This is what is meant by overtrading : and from this circum- 
stance we see that overtrading is a sure precursor op a drain 
OF BULLION FROM THE COUNTRY. When there has been a great 
failure of the crops in this country, so as to cause a famine 



200 


TH® ILEMEOTS OF BANKINa 


price, the demand for com is so immediate and urgent that it 
necessarily causes a drain of specie ; and it is then of the 
greatest possible consequence that the prices of other com- 
modities should be as low as possible, to enable them to be sent 
in payment of the necessary supplies of food, and prevent sucii a 
drain of bullion as may disturb the whole monetary system of 
the country. 

Overtrading^ and a failure of the cereal crops of this country 
are each of them sure causes of a drain of bullion. The most 
disastrous event for the commerce of this country is v/hen both 
these circumstances happen concurrently. It is like a spring tide 
of disaster* The monetary crisis of 1847 was brought on by 
several years of overtrading followed by successive faiim’es in 
the staple support of the people of England and Ireland. 

On the Rate of Discount as afeeting the Exchanges* 

9 . We have now to treat of a cause of the movement of 
bullion which has acquired an importance in modern times far 
exceeding what it ever did before : in fact it is more important 
than any other, except a depreciated Paper Currency, viz. a 
Difference in the Rate of Interest or Discount between two 
countries. Formerly when the communication was slow and 
expensive between different places, before the days of railroads 
and steamers, a considerable difference might exist in the Rates 
of Discount in two places, without causing a movement of bullion 
from one place to another. But that is not possible now. The 
communication between places is so rapid now, that directly the 
diilerence between the Rates of Discount in any two places is more 
than sufEcient to pay for the expense of sending the bullion, an 
immediate How of bullion commences from one place to another. 
And this is iii exact accordance with the usual mercantile principle 
which operates in every other case, that if the difference ofq^rice 
of the same article in any two markets is more than sufficient 
to repay the cost of sending it from one to the other, it will be 
sent ; and this movement will continue as long as the difference 
in price continues. Now if the Rate of Discount in London is 
S per cent,* and that in Paris is 6 per cent., the vsimple meaning 
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of tliat is tliat gold may be boiiglit, for 8 per cent, in London ar.d 
sold at 6 per cent, in Paris. But the expense of sending it from 
one to the other does not exceed per cent. ; consequently, it 
leaves 2-| per cent, profit on the operation. The natural conse- 
quence immediately follows, gold flies from London to Paris, and 
the drain will not cease until the Bates of Discount are brought 
within a certain degree of equality* It used to be the common 
delusion of mercantile men that gold was only sent to pay a 
balance arising from the sale of goods, and that it must cease of 
itself whenever these payments were made. But tliis is a pro- 
found delusion. When the Bates of Discount differ so much as 
is supposed above, between London and Paris, persons in 
London fabricate bills upon tbeir correspondents in Paris for the 
express purpose of selling them for bullion, which they then re- 
mit to Paris, and which they can sell again for 6 per cent And 
it is quite evident that this drain will not cease so long as the 
difference in the Bates of Discount is maintained. Moreover 
merchants in Paris immediately send over their bills to be dis- 
counted in London, and have the cash remitted to them. Now 
the only way of arresting such a drain is to equalise the Bate of 
Discount in the two places. These simple facts are a perfectly 
conclusive answer to those writers who complain of the variations 
of the Bate of Discount by the Bank of England, and suppose 
that it is possible to maintain a uniform Bate, Consequently 
at the present day, it is the imperative duty of the Bank of 
England to keep a steady watch upon the Bates of Discount in 
neighbouring countries, and to follow thos^i variations so as to 
prevent its being profitable to export bullion from this country. 


On FoiimN Loans, SiscnKmEs, and Eemittances as 
affecting the Exchanges. 

Besides the state of national indebtedness, arising out of 
commercial operations, there are other causes which seriously 
affect the Exchanges. Formerly England, being more abundant 
in money and material resources than men, used to subsidise 
;j foreign powers to a^great extent ; and the method of transmitting 
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sncli a loan to tbe best advantage to tbe remitting country m an 
operation of considerable nicety and delicacy. An actual and 
sndden withdrawal of a very large amount of bnllion from a 
commercial country would cause tbe most disastrous consequences 
when so many engagements bad to be met at a fixed time. 
When such necessities arise tbe operation is efFected by Bills of 
Exchange. These events however occur but rarely, and are not 
the ordinary operations of banking, and therefore to give an 
account of how they are effected would be beyond the limits of 
this work. If any readers desire to see practical examples of 
such operations we may refer them to our Principles of Econo- 
mical Philosophy and Theory md Practice of Banking j where 
some are given, especially the most gigantic one ever effected, 
the payment of the indemnity by France. 

Public Securities however of all sorts, Bonds of Commercial 
Companies now form a regular article of import and export 
between various countries, and affect the Exchanges exactly like 
any other merchandise: but as these all pass through the Post 
Office, and not through the Custom House, it is impossible to 
have any record of their quantity : and consequently the subject 
of the Exchanges is a hopeless puzzle to any persons who only 
look to the official returns of merchandise published by the 
Board of Trade. 

There is, lastly, to be considered the sums required by resi- 
dents abroad for tbeir expenditure. The drafts of the great 
English and Eussian families on their bankers at home, affect the 
exchanges, exactly in the same manner as any other drafts. 

On Monetary cmd Political Gonvnlsions aa infiuendng 
the Exchanges. 

11, As an immediate consequence of the preceding principles 
it follows that a political or monetary convulsion in any countiy 
will immediately turn the Exchanges in favour of that country, 
if such an event is not prevented by the issue of an Inconvertible 
Paper Currency. The reason is plain : any political or monetary 
Qoiivulsion is attended by a great destruction of Cbedit. Thk 
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Credit, while it existed, performed the :hinctions of Money : but 
as soon as it is destroyed, there is an intense demand for Money 
to fill the void. Money rises enormously in value. Multitudes 
of persons are obliged to sell their goods at a sacrifice. The con- 
sequence is that Money, having risen greatly in value, both with 
respect to Goods and Debts, an immense quantity will fiow in 
from neighbouring countries. Thus in 1799 there was a great 
commercial crisis at Hamburg. The Eate of Discount rose to 15 
per cent. That immediately drained bullion from England. In 
1825 there was a great commercial crisis in England. For a 
considerable period the bank, by making extravagant issues at a 
low Eate of Discount, had turned^the Foreign Exchanges against 
the country. But no sooner did the crisis occur in December, 
than the Foreign Exchanges immediately turned in favour of it. 
Exactly the same thing happened in 1847. No sooner had the 
crisis in that year fairly set in than the Exchanges turned in 
favour of the country. And numerous other examples might be 
cited if necessary. 

On the Means of Correetmg an Adverse Exchange. 

12. The preceding paragraphs shew upon what complicated 
causes those great movements of bullion depend which produce 
such important consequences. There are three great Economic 
Quantities, Products, Bullion and Debts, all seeking to be ex- 
changed, all flowing from where they are cheaper to where they 
are dearer. 

But all this vast superstructure of Credit — this mighty mass 
of exchangeable Property — ^is based upon Gold Bullion. Diffe- 
rent methods of doing business require different quantities of 
bullion : but however perfect and refined the system may be, 
we must come at last to a basis of bullion, as its moderator and 
regulator. If, therefore, the bullion be suffered to ebb away too 
rapidly, the whole superstructure is endangered, and then ensues 
one of those dreadful calamities, a Monetary Crisis. 

We have endeavoured to explain the different causes which 
produce an adverse exchange, so that if one takes place the 
proper corrective jnay be applied. If it be caused by a de- 
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preciated Currency, there is no cure but a restoration of the 
Currency to its proper state. 

When however it arises from a balance of indebtedness from 
commercial transactions there are but two methods of coiTecting 
it, an export of produce and A Hise in the Rate of Discount. 

It used to be a doctrine often asserted that an adverse ex- 
change was in itself an inducement to export, on account of the 
premium at which bills could be sold. What truth there was 
in this doctrine can only be known to those actually engaged in 
such operations. But a very much more certain means of pro- 
ducing an export of goods is a loivering of their piice. We shall 
enter into this more fully in tl^ next chapter. 

We have observed that a difference in the Rate of Discount 
between any two countries more than sufficient to pay for the 
transmission of bullion, will produce a flow of bullion from one 
to the other. But as all the cost of transmission both ways falls 
on the operator, the difference requires to be more considerable 
than might appear at first sight. And if they are three months’ 
bills, the profit reaped will be only one-fourth of the apparent 
difference. Thus Mr, Goschen says there must be a difference of 
2 per cent, between London and Paris, before the operation of 
sending gold over from France, for the sake only of the higher 
interest, will pay. And between other continental cities, of 
course, the difference may be much greater. 

But whatever the difference may be the method is absolutely 
certain. Directly the Rate of Discount rises here, people cease 
to export bullion from here, and the continental bankers and 
brokers increase tlieir demand for English bills. And as the 
Rate rises, the demand will increase, until at last the price reaches 
the specie point, and gold begins to flow in : and as the Bate 
rises more, more powerful will be the attraction, until at last the 
neoessaay equilibrium is restored between bullion and Credit. 
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CHAPTER Vm. 

ON THE BANK CHARTEE ACT OF 1844. 

1« We shall now endeavour to explain as clearly as oiir 
limits allow us — 1st. The Causes which led to the enactment of 
the Bank Charter Act of 1844 ; 2ndly. The Objects intended 
to be effected by that Act; 8rdly. The Mechanism devised for 
ejecting those objects. 

Wlien the Bank of England was founded it lent all its 
Capital to Government, and was allowed to issue an exactly 
equal amount of Notes. On several subsequent occasions its 
Capital was increased, and at the same time it was allowed to 
issue an equal amount of Notes. Thus for a considerable time 
its power of issuing Notes was strictly limited to the amount of 
its Capital, and it was provided that if the Directors issued 
Notes exceeding the amount of their Capital they should be 
liable in their private capacity. Afterwards they were re- 
leased from this limitation, and they were allowed to issue Notes 
to any amount they pleased, provided always that they were 
payable in specie on demand. 

2, In 1797 the Bank suspended payments in cash, from 
causes which we need not detail here. But during the war, 
being endowed with the power of issuing any quantity of Notes 
they pleased, they gave countenance to very wild speculations, 
and at the same time an immense number of country banks 
started* issuing torrents of Notes. The natural result of this was 
a heavy Depreciation of the Paper Currency. In February 
1810, the Market, or Paper, Price of gold had risen to £4 10^., 
and the Foreign Exchanges bad fallen to a similar extent. 
Guineas commonly passed for a note and 6s. or 7s. 

This state of matters caused such a derangement of commerce 
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fchat the Bullion Committee was appointed, wlio came to the 
resolution that this effect was caused by the excessive issnes of 
Notes. They said that the true value of the Paper was to be 
estimated by the Market or Paper Price of gold, and the state 
of the Foreign Exchanges. In former times a high price of 
bullion and an adverse state of the Exchanges, had compelled 
the Directors to reduce their issues to counteract the drain of 
guineas, and to preserve their own safety. Since the restriction 
they had not followed the same principles, as they did not feel 
the inconvenience. Nevertheless they ought to observe the 
same rules as before the restriction, and to continue to regulate 
their issues by the Market Price of bullion, and the state of the 
Foreign Exchanges. 

Some proposals had been made of remedying the evil by a 
compulsory limitation of the Bank’s power of issuing Notes. 
But the Committee entirely discountenanced the plan of im- 
posing a numerical limit on the Bank’s issues, because the 
necessary quantity could never be fixed : and such a course 
might very much aggravate the severity of a temporary pressure. 

A very important distinction however was to be observed 
between a demand for gold for domestic purposes, sometimes 
great and sudden, and caused by a temporary failure of con- 
fidence» and a drain arising from the unfavourable state of the 
Foreign Exchanges : a judicious increase of accommodation 

was the proper remedy for the former phenomenon; hut a d%^ 
minution of its issties the correct course to adopt in the latter. 

The Keport emphatically declared that the mere numerical 
amount of notes in circulation at any time was no criterion 
whatever of their being excessive : the only sure criterion was 
to he found in the Price of gold bullion and the state of the 
Exchanges. 

3, The House of Commons, however, rejected the Report of 
the Committee : and the Bank being freed from all restraint, still 
further increased its issues, which became still more depreciated, 
until in August 1818, the price of gold bullion rose to ^5 10s., 
and the real value of the note was about 14s. 2d, 

In i814”15““16 an immense number of country banks failed, 
which reduced the Paper Currency to about*- one-half : and the 
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sffeet of tHs was that in October 1816 tbe Paper Price of gold 
had fallen to 18s. 6ri. Thus the truth of the principles of 
libe Bullion Eeport was clearly proved. 

The Bank Note was now so nearly brought to par, that 
In November 1816, the Bank gave notice of their intention 
to pay off all notes dated before the 1st of January 1812 : and 
in April 1817, all tbeir notes dated before the 1st of January 
1816. ■■ ■ 

But in April 1817 a drain of gold began: tbe Bank took no 
measures to stop it : the Paper Price of gold began to rise and 
tbe Foreign Exchange to fall. In January 1819, the Paper 
Price of gold was 8s., and the Exchange on Paris 23*50 : the 
Bank wbuld have been very soon drained of all its gold : and an 
Act was passed in April 1819 forbidding the Bank to make 
any payments in gold whatever. 

4. The Bullion Eeport had been contumeliously rejected by 
Parliament ; but it had been vehemently discussed by the press, 
and in 1819 it had entirely converted the mercantile world. 
The evidence given in its favour in 1819 was just as strong, 
as it had been adverse in 1810 : and among other persons, it 
converted Peel, the chairman of the Commons’ Committee in 
1819, who said in his speech that there was no test of the excess 
or deficiency of the notes but a comparison with the price of gold. 
He also resisted the imposition of a limit on the issues of the 
Bank as a very unwise position, because there were occasions 
when what was called a run on the Bank might he arrested in 
its injurious effects hy an increase of its issues. It was, therefore, 
impossible to prescribe any specific Imitation of issues to be 
brought into operation at any period how remote so ever. 

An Act was passed in 1819, commonly called Peel’s Act, 
that the Acts in force for restraining cash payments should be 
continued till the 1st May 1823, when they were finally to 
cease. During the intervening period they might pay in bars 
or ingots of gold bullion of 60 oz. at certain prices: after the 
1st of May 1823, they w^ere to pay in gold coin as usual. This 
was Peel’s Act which has been so much talked about : but it 
never came into operation at all. In 1821 tbe Directors having 
accumulated a laijge amount of treasure procured an Act by 
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which they were allowed to resume cash payments on the Is# 
May 1821. 

5« In 1824 a rapid drain began from the Bank, which took 
no measures to stop it; this went on all through 1824 and 1825, 
when the bullion which was above 13 millions in January 1824 
was reduced to little over one million in December 1825. A great 
monetary crisis took place in this month, which was only arrested 
by the Bank making very liberal issues of notes to support solvent 
'.'houses. ■' ' 

6* In 1827 the Bank was at last convinced of the truth of 
the principles of the Bullion Eeport and endeavoured to adopt 
them. The plan it devised was this — To keep their “ securities ” 
as nearly equal as possible : their cash and bullion at one-half 
of their securities : and consequently equal to one-third of their 
liabilities.” But on several occasions the bullion had fallen 
to about one-fifth instead of one-third. There were very severe 
monetary pressures in 1836 and 1837, but in the spring of 1838 
the Bank was again got into its normal position. But about the 
end of 1838 another period of disorganisation commenced as 
shewn by the following figures — 


Date 

Liabilities 

Securities 

Specie 

1838 December 10 . 

1839 January 15 

„ February 12 

„ March 12 , 

„ April 30 . 

„ May 14 . • , 

„ July 16 . , . 

£ 

28,120,000 

30.305.000 

26.939.000 

26.088.000 

26.475.000 

25.711.000 

28.860.000 

£ 

20,776,000 

24.620.000 

22.628.000 , 

22.173.000 

24.536.000 
! 24,098,000 

28.846.000 

. £ 

9.794.000 

8.336.000 

7.047.000 

6.680.000 

4.455.000 

4.117.000 

2.987.000 


The Bank was thus rapidly drifting into bankruptcy ; and 
was only saved from stopping payment by negotiating foreign 
loans at Paris and Hamburg to the amount of £3,500,000. 

There being shewn to be something radically defective in 
the management of the Bank led to the appointment of a Com- 
mittee of the House of Conimona in 1840, which condemned the 
piinciple upon which the Directors professed to act, but nothing 
could be done, as the Charter of the Bank did not expire till 1844 
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. 7. tlie . tneantime an influential sect of Currency writers 
• had arisen^ til e most prominent of wHorn were Colonel TorrenSj 
, Lord ■ Overstone, Mr, Norman, andotliers, ■ They maintained the 
^ following principles-- — ' 

■ ■ ■ 1. That Bank Notes, i.e. the Promises of ' hankers to pay 

money on demand, alone are “ Currency,” and that no other forms 
of. Paper Credit are Currency, 

2. That if Banks are permitted to issue Notes they ought to 
be only exactly equal in amount to what the specie would have 
.... been if there were no Notes. 

S, That any excess of Notes above the specie they displace 
is a Depreciation of the Currency. 

Lord Overstone observed in his evidence before the Com- 
mittee of the House of Commons in 1840 that it was a funda- 
mental vice of the principle devised by the Directors in 1832 to 
carry out the doctrines of the Bullion Eeport, that the gold 
might all leave the country without causing any diminution of 
the amount of Notes in the hands of the public : we have seen 
that this assertion was completely verified in 1839. 

8. 'The above-named writers being of great influence, con- 
verted Sir Eobert Peel to their views, and his Bank Act of 1844 
was expressly devised for the purpose of carrying these principles 
into effect : and the machinery adopted was as follows — 

The Bank was divided into two Departments; the Issue 
Department, and the Banking Department. 

The Directors were to transfer to the Issue Department 
Securities to the value of i^l4,000,000, of which the debt due by 
the public to the Bank was to be a part : and also so much of the 
gold coin and gold and silver bullion as should not be required for 
the banking department. The Issue Department was then to 
deliver over to the Banking Department an amount of Notes 
exactly equal to the Securities, Coin, and Bullion so deposited 
with tliem. The Banking Department was forbidden to issue 
Notes to any person whatever, except in exchange for other Notes, 
or such as they received from the Issue Department in terms of 
the Act. 

No Banks or private bankers were allowed to commence 
issuing bank notes after the 6th May 1844 ; and if any ceased to 
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issue Notes after that date, the Bank might be authorised by the 
Crown in Council to increase the amount of Securities in the 
Issue Department to two-thirds' of the Notes so withdrawn from 
circulation. Since 1844 several private bankers have ceased, 
from business ; and in terms of the Act the Bank’s power of 
issuing Notes on securities has been increased to ^15,000,000. 
Consequently its total power of issuing Notes is now limited to 
£l5j000f000 phs the amount of bullion lield by the Issue De- 
partment, 

It was supposed that these provisions ensured that the Quantity 
of Notes in circulation, i.e. m ^ hands of the public, would be 
exactly equal to what a metallic Currency would have been, and 
that the outflow of bullion would by its own natural operation, 
have the mechanical effect of withdrawing Notes from the public 
to an equal amount. Having made these provisions, the framers 
of the Act supposed that they had taken out of the hands of the 
Bank all power of mismanaging the Currency, and that they 
might manage the banking department at their own discretion. 

To say that the amount of Notes should only be equal to 
what a Metallic Currency would have been, is a very intelligible 
proposition; and as we have observed, several Banks have been 
constructed on that principle. But no hanks constructed on this 
principle ever did, or hy any possibility could do, hanking business 
for profit. Every time that a Bank discounts a bill it is a vio- 
lation of the Currency Principle.” The Banks constructed on 
the Currency Principle were pure Banks of Deposit : they never 
did any discount business : they did nothing but exchange Credit 
for specie and specie for Credit: and if the Bank of England 
were forbidden to discount, there is no reason why it should not 
be reconstructed on this principle. 

But to suppose that the Bank Act really does carry out this 
principle is a most manifest error. In the first place it is evident 
that the 5,000,000 of Notes issued against the Public Debt 
and Securities are a direct violation of the Currency Principle,’^' 
How did the Bank obtain these securities ? By purchase. Now 
the purchase money of these securities is in circulation, and the 
Notes created on their security as well. Is it not clear that these 
15 millions of Notes are an augmentation jof Currency to that 
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aincmiit ? If it be true that these 15 millions of K’otes are not a 
violation of the “ Currency Principle ” then the very same argu- 
ment would show that the whole National Debt might be coined 
into Notes, and then there would be no more Paper in circulation 
than under a pxxrely Metallic Currency I Certainly it is an 
excellent plan for every one to buy the Funds with their cash, 
and then to be allowed to have it too in the form of Notes ! 
This was exactly John Law’s principle, and if we may coin the 
Funds into money we may just as well coin the land into money* 

But this does not show the full extent of the error of those 
who think that tlie Bank Act enforces the Currency Principle.” 
The Banking Department does business like any other bank. It 
purcha*ses or discounts Bills of Exchange by creating Credit in 
its books ; that it increases its liabilities in another form besides 
Notes. This Credit is equally in excess of the Metallic Cur- 
rency. ■ 

Therefore it is quite clear that those who seriously maintain 
that the Bank Act really carries out the Currency Principle 
must maintain this proposition — 

Twice 15 millions 4* an indefinite number of miIiionss=:15 
millions. 

In Banks constructed on the “ Currency Principle ” the Credit 
created is always exactly equal in quantity to the money de- 
posited and kept in the bank. But how does this matter stand 
in regard to the Bank ? To test this we need only take any one 

of its published returns at random. On the 27th March 1873, 

it appears that the Credit created by the Bank amounted to 

^61,021,187, and the specie held by the Bank amounted to 

£^23,886,372 or about 2*6 to 1. If therefore it be maintained 
that the Bank is constructed on the Currency Principle ” it 
must also be maintained that 2*6 are equal to 1. 

As a matter of pure arithmetic, therefore, it is perfectly clear 
that the Bank Act completely fails to carry out the Princijde ” 
it was intended to enforce. In fiict the framers of the Act had a 
Tiieoby, and they passed an Act: but they never took the 
slightest pains to ascertain whether the Act corresponds with the 
Theory. 

9, The expressed purpose of the Act was to cause a with- 
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drawai of Notes from circulation, from the public, exactly 
equal in quantity to the gold withdrawn from the Bank — in 
strict accordance with the “ Currency Principle ; ” and it was 
supposed that if the Directors neglected this duty, the me- 
chanical ” action of the Act would compel them to fiilfl it. It 
is now to be seen how this expectation was fulfilled. 

No occasion arose for testing the powers of the Act till April 
1847. The well-known disasters of 1846 caused a steady drain 
of bullion from the Bank to commence in 1846. But the Bank 
made no alteration in the Rate of Discount till 1847, when the 
bullion was below 14 millions, and the bank raised its discount 
to 3-^. Having lost another million in a fortnight it raised dis- 
count to 4 per cent. But it made no fiirther alteration" till it 
had lost three millions more, and then it raised its discount to 5 
per cent. Here we have the same inveterate error committed by 
the Bank as on so many previous occasions — an immense drain 
of bullion, and none but the most feeble and inefficient means 
taken to stop it. But this pressure is an excellent example to 
test the alleged mechanical ” action of the Act. We shall now 
see — 1st: How the Bank was inclined to act on the principle. 
2nd : Supposing they were disinclined to do so, how far the 
Act, by its self-acting principles, could compel them to do so 
The following figures speak for themselves— 


Bate 

Ban^ 

Held by the 
PubKc 

Notes 

Held in Re- 
serve by the 
Bank of 
England 

Total Amount 
of Bullion 

Mintmmn 
Rate of 
Discount 
per cent. 

1846 Aiiaust 29 . 

20,426,000 

9,460,000 

16,336,000 

3 


October 3 . 

20,661,000 

8,809,000 

15,817,000 

3 


November 7 

20,971,000 

7,265,000 

14,760,000 

3 


December 19 

19,649,000 

8,864,000 

15,163,000 

3 

I 1847 Jaimarv 9 . . 

20,837,000 

6,716,000 

14,308,000 

^ a 


„ 16 . 

20,679,000 

6,546,000 

13,949,000 . 



„ 30 . 

20,469,000 

6,704,000 j 

12,902,000 i 

4 


: /February 20, , . 

19,482,000 

6,917,000 ; 

12,215,000 

4 


March 6 

19,279,000 

6,715,000 

11,596,000 

4 



19,069,000 

5,419,000 

11.232,000 

4 

jj 


19,855,009 

3,700,000 

10,248,000 

4 

#5 


20,243,000 

2,558,000 

9*867,000 

5 
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These figures show the utter futi'iity of . the idea that, as the 
bullion diminislied, the . Act could compel a reduction of notes in 
the hands of the public, for the notes in circulation were within 
an, insignificant trifle as large in amount when, the , bullion was 
only J9, 867, 000, as when it was ^16,866,000. . Consequently, 
nothing could be a more total and' complete failure of the . Act of 
1844, on the very first octmsion its services were required* ' 

V .Lord , Overstone eompiained to the Committee of 1840' that 
the principle laid down by the Directors for managing the Bank 
, in 1832, 'provided,. no 'security that Notes should be ■ withdrawn' 
fi’om cireiiiation as the gold was withdrawn from the Bank : and 
it was the precise purpose <.>f tlie xict of 184.4 to compel the 
withdrawal of Notes from the public exact!}? in the same degree 
as gold was withdrawn from tlie Bank : and yet the foregoing 
figures show that the Bank Act failed on the very point it was 
expected to effi^ct; and that it provided no efiectual check 
whatever against mismanagement on the part of the Bank. 

Whence did this taiiure arise ? From this very simple cir- 
cumstance. The framers of the Act supposed tliat there is only 
ONE way oi* extracting gold from the Bank, namely, by means of 
its Notes ; and that if people want gold they must bring in 
Notes, and consequently, that as the gold comes out, Notes must 
go in. 

But as a matter oi' simple banking business, there are two 
methods of extracting gold from the Bank— namely by Notes 
and Cheques. Those persons who have Credit in its books may 
go and present Cheques, and thus draw out every ounce of gold 
Irom the banking department, without a single Bank Note being 
withdrawn from the public. 

In fact instead of withdrawing the notes from the public, as 
was intended by the Act, the Directors threw the wdioie efiect of 
the drain of gold on their own reserves. And that happened in 
this way. The public has two methods of extracting gold from 
the Banking Department, namely by Notes and Cheques : but the 
Banking Department has only one method of extracting gold 
from the Issue Department, namely, its Notes in reserve. And 
when the Banking Department felt a drain on its gold, it had to 
replenish it b? obtaining a fresh supply from the issue Depart- 
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menij at tlie f»me time giving up an exactly equal amount of 
Notes. And thus the whole drain fell on its own reser^esj with* 
out withdrawing a Note from the public. 

No legislation can prevent this power of extecting gold from 
the Bank by means of Cheques. And thus is explained the com- 
plete failure of the “ mechanical ” action of the Act to compel 
the Directors to carryout the' ** Currency Principle.” The 
Directors were able to commit, and actually did commit, the -very 
same error as they had done before the Act — which Lord Over- 
stone had truly said was the fundamental vice of the Bank prin- 
ciple of 1832 — ^and it was powerless to prevent them. 

And this simple fact completely upsets the whole theory of 
the Act. . ;■ ■ 

The fact is that there are two leaks to the ship. The framers 
of the Act could only perceive owe : and they only provided 
against one : and they were utterly astonished to find tlie ship 
rapidly sinking from the other leak they had forgotten. 

m Now as the Act notoriously and manifestly iailed in this 
most important point, which it was supposed to have rendered 
so secure, and which was fully and candidly admitted by Sir 
Eobert Peel, it becomes a natural inquiry to ask why it failed. 
The reply to this is that the Act failed because it aiined at the 
wrong mark altogether. It wholly missed the time point in the 
case. 

In former times it was a mercantile dogma that the Exchanges 
could only be against the country in consequence of its being 
indebted to other countries. Nothing can be more striking than 
the vicious circle in which the Commercial witnesses argued 
before the Bullion Committee of 1810. They mainlined with 
unflinching perseverance, that the Exchanges could only be 
adverse because the country was indebted : and as the Exchanges 
were adverse, they mmntained that the country must be indebted 
(without the slightest inquiry into the fact) because the exchangcb 
were adverse. ■ 

However the Bullion Committee completely disproved this 
Commercial dogma ; and they demonstrated beyond dispute that 
the depreciated Paper Currency was the cause of the Exchanges 
being apparently adverse ; but that when this depreciated Paper 
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Currency was reduced to its true value in gold^ the Exchaiigei 

were in reality in favour o£ the country. 

The Commercial witnesses maintained that when the in- 
debtedness was paid off, the drain of bullion would cease of it- 
self. Bat the Bullion Committee proved that with a Paper 
CuiTency , so, depreciated as Bank Notes then, were, the 'drain 
would not cease until all the specie in circulation had lefr. the 
'.country y which was amply verified in ,Eng.I,and at that period, ^ 
and has been fully veiified in many countricvS since. 

The Bullion Committee thus shewed that there are two causes 
of a drain of bullion — 1st, the indebtedness of the country s 
2iid, a depreciated Paper Currency. 

But in our Theory and Practice of Banhing first published in 
185G, we shewed that there is aTHiED cause of a drain of Bullion, 
and an adverse Exchange, which, however it might be linown 
ainoiig commercial men, had never yet, that we have seen, found 
its way into any commercial book whatever, and most certainly 
had never been brought prominently before the public in 
Currency discussions, as a cause of an adverse Exchange, wholly 
irrespective of any indebtedness of the country, or of the state of 
the Paper Currency. 

The principle is this — 

That when the Bate of Discount between any two places differs 
by more than sufficient to pay the cost of transmitting bullion from 
one place to the other ^bullion will flow from where discount is 
lower to where it is higher. 

We have fully explained this principle in the preceding 
chapter, so that we need not repeat the explanation here. Hence 
if' such a state of things arises, the Bank must, as an indispensable 
measure to preserve its own security, raise its Bate of Discount 
so as to destroy these profits ; and so arrest the drain, which is 
exclusively caused by the difference of the Kates of Discount in 
the two places. 

Now when bullion dealers fabricate Bills for the purpose of 
buying gold for exportation, this practice causes no increase of 
the Bank Notes in circulation ; on the contrary, they are not 
wanted : it is gold that is demanded and taken for export, and 
it steals out of the country noiselessly and unobserved. Also if 
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bankefB in tMs country will perversely maintam tHe 'E of Dis^, 
count lower here tlian in neighbouring countries, and, therefore, 
lower than the natural Rate, persons in foreign countries send 
their debts or securities over here for sale, and the proceeds are 
remitted abroad. Consequently this practice causes an export 
of gold without diminishing the Notes in circulation. Of all 
species of property Debts are the most easily transportable. The 
charges on the transmission of gold even, are heavy compared to 
those on the transmission of Debts. Debts to any amount can be 
transmitted from one country to another at the mere expense of 
the postage. Consequently if the Americans can only get ^85 
per cent, for their Debts in their own coiintry, and they can get 
£96 per cent, in England, of course, they will send them here in 
vast quantities for realisation. This was eminently and noto- 
riously the case in 1839, wlien the Bank of England kept its Rate 
so perversely below the natural Rate, and it was the cause which 
aggravated the drain of bullion to so alarming an extent. Hence 
we have shewn that besides the causes xiniversaliy known for a 
drain of bullion — the indebtedness of tlie country and a de- 
preciated Paper Currency — there is another and inost potent 
cause whose importance has only been recently sufficiently 
recognised, namely — an n7inatnral depression of the Rate of Dis- 
count below that of neighbouring countries. 

Now this principle was not understood at the time the Bank 
Act of 1844 was passed: and in our work on Banking (1856) 
we stilted this as a liindainental principle of the Currency — 

An I3IPKOFEHLY LOW RaTE OF DISCOUNT IS IN ITS PIIACTICAL 
EFFECTS, A DEPRECIATION OF THE CURRENCY, 

We therefore shewed that the only true method of striking at 
this demand for gold is by raising the Rate of Discount: and 
that the true supreme power of governing and controlling Credit, 
or the Paper Currency, is by carefully adjusting the Rate oj'’ 
Discount by 'hie state of the Foreign Exchanges, anU the 

STATE OF THE BULLION IN THE BaNK. 

The fact is that biiliion dealers are the natural enemies of 
bankers, and they are constantly on the w^atch to take any 
advantage they can of the weakness of bankers, if they sell gold 
too cheaply : and they want this gold, not for tiie purpose of the 
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■ internal commerce of the country, as other traders do, but for 
the express purpose of sending- it to be sold in other countries 
where it has a higher value. They act exactly as people would 
do with corn dealers if they were so foolish as , to sell their 
wheat at half the price it was selling at in neighbouring markets. 
If the fkimers were; to keep selling their wheat at 40^. a' quarter 
in England, while the price was 8 O 5 . in Paris, of course corn 
dealers would buy up the wheat in England and export it to 
Prance® 

Now the weaJi' point in the Act of 18'-i4 is tluit it takes no 
notice of this grand principle ; it takes no precaution that the 
Directors of the Bank of England shall recognise it, and counter- 
act it. • On tlie contrary it leaves them in fail power to rejjeat 
their oft committed error of causing a depreciation of the 
Currency irom an unnaturally low Eate of Discount. And 
thus the fundamental vice of the Bank Act of 1844 is exactly 
the same as Lord Overstone said was the fundamental vice of 
the Bank principle of 1832. The whole of the gold maybe 
drawn out of the Bank without withdrawing a single Note jfroin 
circulation, Le. from the hands of the public. 

11, This principle was extremely little tmderstood in 1856, 
when our work was published ; but its truth was soon signally 
verified and acknowledged to be true by the most competent 
authorities. After the great crisis of 1857, a Committee of the 
House of Commons was appointed to investigate its causes, and 
Mr. Norman, a Director of the Bank of England, and one of the 
most prominent and inhuential advocates of the Currency 
Principle ” and of the Bank Act of 1844 was asked — 

Q. 3529. Is it not principally by raising the Eate of Interest 
that you check the amount of discounts winch may be demanded 
of you? — Yes: we have found, contrari/ to what would have been 
anticipated^ that the power we possess, and which we exercise, 
of raising the Eate of Discount, keeps the demand upon us 
within manageable dimensions. There are other restrictions 
which are less important. The Eate we charge for our Discounts, 
we find in general, is a sufficient check. 

In 1861 Mr. Goschen published his Theory of the Foreign 
Exchanges^ in it he says— 
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Tlie efficacy of that corrective of an, unfavourable state , ,of 
the IxohangeSy on which we have been dilating {ix. raising the 
Sate of Discount) has been most thoroughly tested by late 
events. Every advance in the Bank Sate of Discount lias been 
followed by a turn of the Exchanges in iavour of England^ and 
vice versa, as soon as the EatO' of Interest ■, was .lowered^ . the 
Exchanges became less favom*able/’ 

It is quite needless to quote any more evidence in favour of 
■this ' principle,: its truth- is now as ■■universally admitted by all 
competent. ]iersons as the Newtonian Law of Gravity, It is the 
acknowledged principle upon wdnch the Bank of England is now 
managed : after our work was published in 185(>j the Usury 
Laws in Prance were modified in order to enable the Bank of 
France to adopt it : and in fact it is now adopted by every Bank 
ill the world. 

In former times when the only communication between 
different countries was by means of sailing ships and common 
roads, and tlmrefore vei-y slow, expensive, and uncertain, this 
principle, though actually true, could seldoni be called into 
action, because the cost and delay in the transport of gold would 
far exceed any profit to be made out of the difference in the 
Bates of Discount, in quiet times. It ivas like some inechanicai 
force, which actually existia, but which is overpowered and 
prevented from producing any visible effect, in consequence of 
friction. But it did act in times of commercial crisis, when thcj 
Bate of Discount became extreme. In 1799 enormous failures 
took place at Hamburg; discount rose to 15 per cent., and this 
rate immediately drew gold away from England. 

But in modern times, since communications have been m 
much accelerated and cheapened, even since the xict of 1844, by 
means of railroads and steamers, this friction, as we may call it, 
has been immensely diminished; and this great principie is 
called into action with a much less difference between the" Bates 
of Discount than at any former period. Bullion would probably 
have taken ten days to go from London to Paris : it can now go 
m ten hours, and at probably the tenth part of the expense. A 
difference of 2 per cent, between the Bates of Discount in London 
and Paris will now draw bullion from one plape to the other. 
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On the Causes which eompelled the Suspensiwi of the 
Bank Act in 1847, 1857, a%o! 1866. 

i2. The monet^iry pressure-, wliich we iiientioned abo've 
passed away at the timej ..but another .much more severe came on 
.in the.. Autumn^ which ended in a ' monetary panic .;. and on the 
25th November ISdv, the Government authorised, the Bank to 
exceed the limits allowed by the Act of 1844, if they considered 
it necessary to do so to restore commercial confidence. This 
suspension of the Act was perfectly successful; and on two 
similar occasions in 1857 and 1866 a similar course was followed 
with similar results. We have given a full narrative of the 
course'* ot' events preceding these panics in our Theory and 
Practice of Banhing^ to which we must refer those who desire 
full information on the subject. We niiist now only examine 
the reasons 'ivhich made this course necessary, and why it was 
successfiil. 

Ever since the enormous development of the Credit system 
of commerce in modern times, great commercial failures have 
periodically recurred, producing the most widespread distress ; 
and there have been two conflicting Theories as to what the action 
of the Bank ought to be in a Monetary Crisis. 

1, One l^heory maintains that in such a Crisis, the Bank 
should liberally expand its issues, to support Commercial Credit 
This Tiieory may be called the Expansive Theory. 

2. The other Theory maintains that in such a Crisis the Bank 
should rigorously restrict its issues to their usual amount, or 
even contract them. This Theory may be called the Restrictive 
Theory. 

Both these Theories have been tried in practice, and discussed 
by the most eminent authorities, and we may succinctly examine 
the results. 

Tlie first great monetaiy Crisis in modern times took place in 
1763, after the termination of the seven years’ war. This great 
disaster occurred at Hamburg and Amsterdam, where the 
Currency Principle ” was in Mi operation, and where there was 
no Banking Credit whatever, except what represented specie. The 
Ikiiures began xVm^terdam among the principal merchants 
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The BaBk had no power to assist- them : and the resources of the 
private bankers were exhausted, Heaiing that the Amsterdam 
bankers had determined to allow the merchants tofaiJ, the Ham- 
burg bankers wrote to them in the greatest alarm to say that if 
they did not support the merchants, they would instantly suspend 
their own payments. By the time the letter reached Amsterdam, 
the merchants had already stopped. General failure followed 
at Hamburg, where no business was transacted for some time, 
but for ready money. The failures were equally general through- 
out German}', The Crisis extended to England, and Smith 
that the Bank made advances to merchants to tlie amount of a 
million. 

Thus we see that the Currency Prmcij)le ” was no protection 
whatever against a Monetary Crisis: and on this occasion the 
Bank acted on the Extansive Theory. 

In 1772 the severest Monetary Crisis since the South vSea 
scheme took place. On this occasiQii again the Bank came for- 
ward to support Commercial Credit. 

In 1 782 our unhappy war with America was ended, and the 
usual results ol’ the termination of a great contest took place. 
The Bank had greatly extended its issues : and a very alarming 
drain of specie took place, which at one time threatened to oblige 
them to stop payment. The Directors, however, considered 
that if they could only restrain their issues for a short period, the 
returns in specie in payment of the exports would soon set in in a 
more rapid manner than they went out. They determined, there- 
fore, to make no communication to Government, but/o?' the pre- 
sent to contract their issues vmiL the Exchanges turned in 
THEIR FAVOUR. The Bank felt the greatest alarm in May, 1788, 
They then refused to make any advances to Government on the 
loan of that year ; but they did not make any demand lor pay* 
ment of their own advances, which were between 9 and 10 
minions. They continued this policy up to October, when at 
length the drain had ceased from the country, and money had 
begun to flow in from abroad. At length in the Autumn when the 
favourable signs began to appear, they advanced freely to Govern- 
ment on the loan, although at that time the cash in the Bank was 



BAHK : A€Tr ■ 'r . ^; 221: 

actually lower than at tlie time they felt the greatest alarm. It 
was then reduced to ^473,000. 

: , ; The' do'ctrine then, stated by Mr. Bosanqtiet that 'guided, .the 
Directors was this. That while a drain of specie was going on 
their issnas slionld be contracted as much as possible : but that 
as soon as the tide had begun to give signs of ceasing, and turn- 
ing the other w^ay, it was then safe to extend their issues freely. 
This policy had been entirely successful, and the Credit of the 
IBank ,', was saved.: ' , 

After the peace of 1782 the commercial energies of the 
country were greatly developed : to carry on this increased com- 
merce a greatly enlarged Currency was necessary : and as the 
monopoly of the Bank prevented solid Banks being founded in- 
numerable tradesmen started up in every part of the country 
issuing notes, Burke says that when he came to England in 
1750, there were not 12 bankers out of London : in 1792 there 
were about 400 : the great majority being grocers, tailors, 
drapers, and petty shopkeepers. In the autumn of 1792 very 
numerous failures took place in Europe and America. In 
January, 1793, the general alarm was greatly increased by the 
rapid progress of the French Eevolution. Some great failures 
occurred in London in February ; and soon the panic spread to 
the banks. Of these 100 stopped payment, and 200 were much 
shaken. The pressure in London was intense ; and this 
naturally produced a demand on the Bank for support and dis- 
counts. But the Bank being thoroughly alarmed, resolved to 
contract its issues: bankruptcies multiplied with frightful 
rapidity. The Government urged the Bank to come forward to 
support Credit, but they resolutely declined. 

In the meantime the most alarming news came from Scot- 
land. The public Banks were quite unable, with due regard to 
their own safety, to support the private bankers and commerce. 
Unless they received immediate assistance from Government, 
general failui'e would ensue. When universal failure seemed 
imminent, Sir John Sinclair remembered the precedent of 1697, 
when the public distress was allayed by an issue of Exchequer 
Bills. A Committee of the House of Commons was appointed, 
who reported that jfche sudden discredit qf so large an amount of 
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bankers’ notes bad produced a most inconvenient deficiency in 
tbe Circulating Medium : and that unless a Circulating Medium 
was provided, a general stoppage must take place. They 
recommended that Exchequer Bills to the amount of ^5,000,000 
should be issued under the directions of a board of Commissioners 
appointed for the purpose, in sums of ^100, ^50, and £ 20 , 

No sooner was the Act passed than the Committee set to 
work. A large sum, £70,000, was at once set down to Man- 
chester and Glasgow on the strength of the Exchequer bills, 
which were not yet issued. This unexpected supply, coming so 
much earlier than was expected, operated like magic, and had a 
greater effect in restoring Credit than ten times the sum would 
have had at a later period. 

When the whole business was concluded, a report was 
presented to the Treasury. It stated that the knowledge that 
loans might be had, operated in many instances to prevent them 
being required. The applications granted were 238, and the 
sum advanced was £3,855,624. The whole sum advanced was 
repaid : two only of the parties assisted became bankrupt : all 
the others were ultimately solvent, and in many instances 
possessed of great property. A considerable part of the sum 
was repaid before it was due, and all the rest with the utmost 
punctuality. After ail expenses were paid, the transaction left a 
clear profit to the Government of £4,348. 

Contemporary writers all bear witness to the extraordinary 
effects produced. Macpherson says that the very intimation of 
the intention of the Legislature to support the merchants operated 
like a charm over the whole country, and in a great degree 
superseded the necessity of relief by an almost instantaneous 
restoration of confidence. Sir Francis Baring concurs in this 
view, and adduces the remarkable success of the measure as an 
argument to show the mistaken policy of the Bank. After 
careful deliberation, the Bullion Report warmly approved of it : 
censured the proceedings of the Bank : and especially cite it as 
an illustration of the principle they laid down, that an enlarged 
accommodation is the true remedy for that occasional iailiire of 
confidence to which our system of Paper Credit is unavoidably 
exposed. 
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Tills occasion, therefore, is a most important example of tlie 
beneiiciai effects of the Expansive Theory in a monetary panic. 

Towards the end of 1794 'the Exchanges. : Began to fall 
rapidly, and in May, 1795, were so low that it was: profitable to 
export bullion. While, however, the Exchanges were so 
adverse, the issues of the Bank were imm.ensely' extended. 'After 
some time however the Directors became alarmed and took the 
most rigorous measures to contract them. In April 1796 the 
Exchanges became favourable, and they continued so till Feb- 
ruary 1797. 

The excessive contraction of its issues by the Bank caused 
the greatest inconvenience to commerce, and a meeting of 
bankers and merchants was held to devise some means of relief. 
The failures among the country bankers in 1793 had caused an 
immense diminution of the country issues, and Thornton says 
that in the last tliree months of 1796 the issues of the bank were 
no higher than they had been in 1782, with an amount of com- 
merce many times larger than in that year. As the public could 
not get Notes, they made a steady and continuous demand for 
guineas : and although the Exchanges were favourable to the 
country and gold was coming in from abroad^ there was a severe 
drain on the Bank for gold. Political circumstances added to 
the alarm, and about the middle of February a stoppage of 
country banks became general. The panic reached London, and 
a general run began upon the bankers. Before this the Directors 
had used the most violent efforts to contract their issues. In 
five weeks they had reduced them by nearly 000,000. On 
the 21st January they were Jl0,550,830, and on the 21st 
February they were £8,640,250. But even this gave no true 
idea oi‘ the cimtailment of mercantile accommodation: for the 
private bankers were obliged for their own security to follow 
the example of the Bank. In order to meet their payments, 
persons were obliged to sell their stock of all descriptions at an 
enormous sacrifice. The 3 per cents, fell to 51 ! 

On Saturday the 25th February 1797, the specie in the Bank 
•was reduced to £1,272,000 with the drain becoming severer 
PTary hour. The Directors now felt that they could hold out 
cm longer: and on, Sunday a Cabinet Council was held, and 
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Order in Council was issued directing the Bank to suspend pay- 
ments in cash until the sense of Parliament could be taken on the 
subject. Accordingly on Monday the 27th, the cash being then 
reduced to £1,086,170, the Bank suspended payments in cash, and 
did not resume them partially till 1816, and completely till 182L 

But immediately this was done, they enlarged their accommo- 
dation liberally : within a week they increased their issues by 
two millions, and the relief was very great. A meeting of 4,000 
merchants and traders agreed to support tlie Credit of the Notes* 

The most, eminent authorities afterwards severely censured 
the management of the Bank. Thornton said that the excessive 
contraction of Notes had shaken public credit of all descriptions, 
and had caused an unusually severe demand for guinea.^: that 
the Bank ought to have extended its issues to supply the places 
of the Country Notes which were discredited. Boyd was clearly 
of opinion that the excessive restriction of Notes was the chief 
cause of the forced sale and depreciation of the public securities. 
In 1810 the Governor of the Bank said that after the experience 
of the policy of restriction, many of the Directors repented of 
the measure : and the Bullion Committee explicitly condemned 
the policy of the Bank both in 1793 and 1797. 

Nothing in short could be more unhappy than their regulation 
of their issues. When the Exchanges were violently adverse, 
so that it was very profitable to export gold, they enlarged them 
to an extravagant extent: and when the Exchanges were ex- 
tremely favourable, so that gold was flowing in, they contracted 
them with merciless severity. The issues which were £14,000,000 
when the Exchanges were against the country were reduced to 
£8,640,250 when they had been for several months eminently 
favourable. The entire concurrence of the evidence shews that 
it was this excessive restriction of Credit which caused the 
severe demand for gold. 

And now we see the practical results of the two policies : 
when all commercial and banking Credit was on the verge of 
universal ruin it was saved and restored by the Expansivk 
Theory in 1793: in 1797 the Restbictive Theory was carried 
out to the bitter end, and the result was the Stoffaoe of tke 
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A consideration of all these circumstances induced the 
Bullion Committee to condemn the Restrictive Theory in the 
most emphatic terms : and all the greatest mercantile authorities 
of the period j including Peel himself in 1819, entirely concurred 
in these doctrines : and he said that no limitation of the Bank’s 
power of issue could ever be prescribed at any period however 
remote. That period however came in 1844. 

The next great crisis was in 1825. Ever since the beginning 
of 1824 there had been a continual drain of bullion which the 
Bank took no means to stop. It fell from 13| millions in 
March 1824, steadily and continuously to barely 8 millions in 
N'ovember 1825, when every one felt a crisis to be impending. 
Tlie papers discussed the policy of the Bank, and it was 
generally expected that it would ngorously contract its issues. 
The panic began on Monday the 12th December 1825, with the 
fall of Pole, Thornton and Go., one of the principal City banks, 
which drew down with them forty country banks. A general 
run began upon all the city bankers. For three days the Bank 
pursued a policy of the most severe restriction. Mr. Huskisson 
said that during 48 hours it was impossible to convert into 
money, to any extent, the best securities of the Government. 
Exchequer Bills, Bank Stock, East India Stock, as well as the 
public Funds, were unsaleable. At last when universal stoppage 
was imminent, the Bank completely reversed its policy. On 
Wednesday, the 14th, it discounted with the utmost profuseness. 
Mr. Harman said — We lent by every possible means, and in 
modes we had never adopted before : we took in stock as 
security: we purchased Exchequer bills: we made advances on 
Exchequer bills : we not only discounted outright, but we made 
advances on deposit of bills of exchange to an immense amount : 
in short by every possible means consistent with the safety of 
the Bank, and we were not, on some occasions, ovemice ; seeing 
the direadful state the public were in we rendered every 
assistance in our power.” Between Wednesday and Saturday 
the Bank issued i^5,000,000 in Notes, and sent down to the 
country a large box of notes, which they accidentally found. 
This bold policy was crowned with the most complete success f 

Q 
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fclie panic was stayed almost immediately, and vby Batiirday was 
over^ 

The circumstances of this crisis are the most complete and 
triumphant example of the truth of the principles of the Bnllion 
Iteport, and of the Expansive Theory : and signally vindicate 
the wisdom of Peel in 1819, when he refused to adopt the 
Sesteictive Theory, and impose a numerical limit on the 
Bank’s issues, and which he again protested against in 1888. 

The next crisis was in 1887: but the Bank foreseeing it, 
judiciously anticipated it, and made the most liberal issues to 
houses which required it. By thus adopting the Expansive 
Theory in good time, nothing more occurred than a severe mone- 
tary pressure, which was prevented from deepening into a cnsis 
entirely by the judicious conduct of the Bank. 

Up to this period Sir Eobert Peel had passed through two 
phases of opinion with regard to the Currency Question. When 
comparatively a young man he bad formed one of that famous 
majority which had voted that a £1 note and Is. were exactly 
equal to a £1 note and 7s. : or that 21 is equal to 27. In 1819 he 
completely adopted the doctrines of the Bullion Keport and be- 
came a disciple of the school of Hoimer, Huskisson, Thornton, 
and Ricardo. But in 1840 a new school of Currency Theorists 
had arisen of whom the most distinguished were Mr. Jones 
Loyd, now Lord Overstone, Colonel Torrens, Mr. Norman and 
others. These influential persons saw that notwithstanding the 
undoubted truth of the doctrines of the Bullion Report, there 
was some incurable vice in the management of the Bank of 
England, which had, beyond all dispute, greatly conduced to 
prepare the way for the great commercial crisis of 1825 by its 
extravagant over-issues of Notes. They found that the Bank 
was totally unable to manage itself on the principles it professed 
to be guided by. They traced the original source of aU Com- 
mercial crises to the excessive issues of Notes by banks. ^ They 
adopted the definition of “ Currency ” as being Money and Bank 
Notes only payable to bearer on demand, to the exclusion of all 
other forms of Paper Credit : and they maintained that the only 
true principle of issuing Notes was that when Notes were issued 
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fehej sfiotiM be exactly eqnal in amount to wbat tlio specie woul^ 
be if there were no Notes. 

These doctrines being strenuously urged by a number of able 
and influential persons, completely conTerted Sir Eobert Peel, 
who now entered on the third phase of opinion with respect to 
the Currency. Question, and by the Bank Act of 1844 he en- 
deavoured to give effect to these doctrines. 

Peel therefore determined .now to adopt the Eestrictive 
Theory, and to impose by law, what every eminent authority of 
former times including himself had solemnly condemned — a 
numencal limit on the issues of the Bank. 

The Bank Act was passed amid general applause, but as said 
above,* on the very first occasion on which its powers were tested 
in April 1847, it completely failed to compel the Directors to 
carry out its principles, and one-third of its bullion ebbed away, 
without any appreciable diminution of the amount of its Notes in 
circulation. 

But in October 1847 a far severer crisis took place. The 
Bank made immense advances to other banks and houses to pre- 
vent them from stopping payment. But numerous Banks and 
Commercial Houses did stop payment, and the resources of the 
Bank were exhausted. At last after repeated deputations to the 
Government to obtain a relaxation of the Act, and with the 
stoppage of the whole commercial world imminent, the Govern- 
ment authorised the Bank to issue Notes at discretion. And 
what was the result? The panic vanished in 10 minutes. No 
sooner was it known that Notes might be had if necessary, than 
the want of them ceased. The whole issue of Notes in conse- 
quence of this letter was only i^400,000 and the legal limits of 
the Act were not exceeded. 

Thus on this occasion again, the Eestrictive Theory wholly 
failed : and the Expansive Theory saved the counfcry and was 
the only means of saving the Bank itself from stopping pay- 
ment. 

The next great crisis was in November 1857, which was far 
more severe, as regards the Bank itself, than that of 1847. On 
the 12th November 1857 the Bank closed its doors with the sum 
of J68, 085 in Noises : €274,958 in gold : and €41,106 in silver! 

a 2 



228 


THE BLEMBHTS':OE BAHKIN0. 


being a total sum of JBSTjl-M. - Such were the resoiirees of the 
Bank to begin bnsiness with on the 13th I Truly said the 
Governor it must entirely have ceased discounting, which would 
have bronght an immediate run upon it. The bankers* balances 
alone were ^5,458,000. It is easy to see that the Bank could 
not have kept its doors open for an hour. 

On the evening of the 12th the Government sent a letter to 
the Bank, authorising them to issue Notes at their discretion, 
but not at a less rate than 10 per cent, ; and next morning as 
before, the panic had passed away. 

Tims on this occasion again, the EESTiUCTiviii Theory wholly 
failed: and the Expansive Theory saved the country : and was 
the only means of saving the Bank itself from stopping pay» 
ment. 

The next great crisis was in 1866, which was still more 
severe. Unfortunately, no investigation was held respecting it, 
so that there is no reliable account of its circumstances. On the 
10th of May there was a general run upon all the London banks. 
It was said, but we cannot say with what truth, that one great 
Bank alone paid away £2,000,000 in six hours. After banking 
hours it became known that the great discount house of Overend, 
Gurney and Co. had stopped with liabilities exceeding ten millions 
— the most stupendous failure that had ever taken place in the 
city. The result of such a catastrophe was easily foreseen ; not 
another hank could have survived the next day : and that even- 
ing the Government again authorised the Bank to issue at dis- 
cretion, at not less than 10 per cent. The Bank advanced 
£12,255,000 in five days: but the panic passed away. 

Thus again the Eestrictive Theory wholly failed; the 
Expansive Theory saved the country : and was the only means 
of saving the Bank itself as well as every other bank from stopping 
payment. 

Thus we see the entire failure of PeeFs expeetationsl He 
took away the power of unlimited issues from the Bank, and 
imposed a rigorous numerical limit on its powers of issue, under 
the hope that he had prevented the recurrence of panics. But 
the panics recurred with precisely the same regularity as before : 
and therefore in this sense too the Act has ..failed ; and when 
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monetary crises do occnr, it is decisively proved that it is wholly 
incompetent to deal with them. 

It has been seen that it is a complete delusion to suppose that 
the Bank Act carries out the Currency Principle.’^ It might he 
supposed perhaps, that if it did really carry out the Currency 
Principle ” it might prevent panics arising. General experience 
however entirely negatives this view. In 1764 the most severe 
Monetary Crisis which had occurred up to that time, took place 
at Amsterdam and Hamburg, where the banks were really 
constructed on the “ Currency Principle,” 

A decisive example of this took place at Hamburg in 1857. 
A similar Monetary Crisis took place there as here, and the 
Bank • being constructed on the ^‘Currency Principle ” had no 
power to issue Hotes to support Credit, The Magistrates were 
obliged to issue city bonds to support the Credit of the merchants ; 
exactly as the Government had issued Exchequer bills in 
England in 1793. Here also the Kestrictive Theory wholly 
failed, and it was found necessary to adopt the Expansive Theory 
to avert universal failure. 

This disaster took place where the Currency Principle ” 
was in full force; another instance that it is no protection 
against panics. 

The experience o£ every country exactly confirms the ex- 
perience of England. At Turin the bank was constructed on 
some principle of limitation : but in 1857 it was found necessary 
to suspend its constitution, and allow it to issue Notes to support 
Credit. 

The very same thing was conspicuously proved in 1878. In 
Austria, in North Germany, and in America, the Banks w^ere 
ail constructed on some analogous principle of limitation oi their 
issues. But in the severe monetary panic in each of these 
countries, it was found neces^iy to suspend their constitutions, 
and authorise them to issue at discretion to support commercial 
Credit. 

Thus universally throughout the world, it is proved by 
abundant experience, that the Bestrictive Theory cannot be 
maintained after a monetary panic has reached a certain degree 
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of intensity i and that it is absolutely necessary to adopt 
Expansive Theory to avert universal failure. 

13 . The supporters of the Act of 1844 assert that it is the 
complement of, and in strict accordance with the principles of the 
Act of 1819, and the Bullion Eeport. But such statements are 
utterly incorrect: and the following are the fundamental 
differences of principle between them — 

I. The Bullion Eeport declares that the mere nimerical 
amount of Notes in circulation, at any time, is no criterion 
whether they are excessive or not. 

The Theory of the framers of the Act is that the Notes in 
circulation should be exactly equal in quantity to what the gold 
coin would be if there were no Notes : and that any excess of 
Notes above that quantity is a depreciation of the Currency. 

Is this principle of the supporters of the Act in accordance 
with the principle of the Bullion Eeport? 

II. The Bullion Eeport declares, and the supporters of the 
Act of 1819 maintained, that the sole test of the depreciation of 
the Paper Currency is to be found in the Price of Gold Bullion 
and the state of the Foreign Exchanges. 

Eicardo says — “ The issuers of Paper Money should regulate 
their issues solely by the price of bullion, and never by the 
quantity of their paper in circulation. The quantity can never 
be too great or too little, while it preserves the same value as the 
standard.” 

According to the supporters of the Act of 1844, the true 
criterion is whether the Notes do or do not exceed in quantity the 
gold they displace. 

' Is the doctrine of the supporters of the Act of 1844 in 
accordance with the doctrine of the Bullion Eeport and the 
framers of the Act of 1819 ? 

III. It was proposed to the Bullion Committee to impose a 
positive limit on the issues of the Bank to curb their powers of 
mismanagement. The Bullion Eeport expresssly condemns any 
positive limitation of its issues : and Peel in 1819 and in 1883, 
folly concurred in this condemnation. 

The Bank Act of 1844 expressly limits the issues of the Bank, 
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Does the, Ba Act of 1844 coincide with the,, principles of' 
.;t;he,. Bullion Report and the doctrines of Peel in 181,9 and ,1833 ?, 
,,: Report, after -discussing the most important 

Monetary Crises which had occniTed up to that time, expressly 
condemns the Restrictive, Theory in a Monetary Panic, and 
says that it may lead to nniversal rain t and recommends th©.^ 
Expansive Theory. 

:,;;--,vv,..The, Bank A enacts 'the Restrictive Theory by Law: and 
prevents the Expansive Theory from being adopted. 

Does the Bank Act of 1844 agree with the doctrines of the 
Bullion Report, and of Peel in 1819 and 1883, on this point ? 

Peel in introducing his measure of 1844 said must never 
again have such discreditable occasions as 1825, 1836, and 1839 : 
but since 1844 we have had 1847, 1857, and 1866. On each of 
these occasions the Restrictive Theory was enacted by law : 
and on each occasion the Government was obliged to come for- 
ward and authorise the Bank to break the Law : to abandon the 
Restrictive Theory, and adopt the Expansive Theory, as the 
only method of averting ruin. 

Experience, therefore, has indisputably proved that the 
Bullion Report was framed with truer wisdom and scientific 
knowledge of the Principles of Paper Currency than the Bank 
Act of 1844. The only deficiency in the Report was that it 
failed to point out the proper means for carrying its principles 
into effect so as to maintain Paper on a par with gold. But we 
supplied this defect by shewing that the true means of controlling 
the Paper Currency is by adjusting the Rate of Discount % the 
Foreign Exchanges and the state of the Bullion in the Ba^ih. 

Examination of the Arguments alleged for maintaining 
the Bank AcL 

14 . It has now been clearly shewn that the Bank Act has 
completely failed both in Theory and Practice. It has been 
shewn that it is based on a Definition of the word Currency 
which any Mercantile Lawyer would at once pronounce to ha 
erroneous — that it professes to adopt a Theory of Currency which 
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it has entirely failed to enforce^ — ^that if tlie Directors choose they 
can mismanage the Bank quite as easily ixnder the Act as before it, 
and that the pretended mechanical action of the Act wholly 
failed to prevent them from doing so — that the Act was expressly 
framed with the expectation that it would prevent commercial 
panics, and that it has wholly failed in doing so : and hitherto 
panics have recurred with the same regularity as before — and 
furthermore, although the Act is in no sense whatever the cause 
or original source of these crises, yet when they do occur, and 
tliey reach a certain degree of intensity, the operation of the 
Act, by visibly limiting the means of assistance, deepens a severe 
monetary pressure into a panic, which can only be allayed by 
its suspension, and a violation of its principles. 

In every one of these respects the Bank Act has completely 
failed : and in regard to these things its ci’edit and reputation is 
utterly dead and gone. It is therefore necessary to examine 
fairly the arguments alleged in its favour, and the reasons urged 
why it should still be maintained. 

The supporters of the Act, allowing that it has failed in some 
respects, yet allege that the Directors having committed the same 
mischievous errors as they had done before it, it arrested their mis* 
management much sooner than would otherwise have been the 
case : and that when the panic did occur, it was only through 
the Act that the Bank had six millions of gold to meet the 
crisis : and that by this means the convertibility of the Note was 
secured. 

So far as regards the crisis of 1847, it must be admitted that 
there is much truth and force in this argument. The Directors 
at that date shewed that they had not yet acquired the true 
principles of Banking, and it must be conceded that it was 
entirely owing to the Act that they were checked in their 
mistaken policy while there was still six millions of gold in the 
Bank. 

But the sfime ground of censure did not apply to the crisis* 
of 1857. In the interval between 1847 and 1857, the Directors 
really grasped the true method of controlling the Paper Currency 
by means of the Rate of Discount. The truth of this principle 
was probably more quickly enforced on their^ attention by the 
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limitation imposed by tbe Act than it would otherwise hare been. 
It has never been alleged that the Commerciar Crisis o£ 1857 
was in any way due to the Act. But it is a matter of positive 
certainty that since that date the Baiil:: has fully recognised and 
adopted the principle of governing the Paper Currency by means 
of the Kate of Discount. The same rule has been adopted by 
the Bank of France, and this is now the recognised principle by 
which every Bank is managed. Certainly since 1857 there has 
been nothing to blame in the general management of the Bank. 
Granting every merit that can fairly be due to the Act, that it 
has compelled the recognition and adoption of this principle some 
years earlier than it otherwise would have been, it may be said 
that the Act has now fulfilled its purpose. It has done all the 
good it can do. The Directors now perfectly understand, and 
have for the last 19 years conducted the Bank with the greatest 
success on sound principles. Having therefore accomplished this 
great purpose, the Act has done its work, and has ceased to be 
necessary : and its operation at other most important times being 
proved to be injurious by the most overwhelming evidence, it 
may now be safely and advantageously repealed — so far at least 
as regards the limitation of its power of issue. And the reason 
for the expediency of this change is this — 

Under the present system of Commercial Credit^ there must he 
some Sow'ce with the Power of issuing undoubted Credit to support 
solvent Commercial Houses in times of Monetary Panic. 

It has been conclusively shewn in the preceding remarks, that 
it is entirely futile to expect that Commercial Crises can be pre- 
vented ; and that they occur with precisely the same violence 
in places where there is a purely Metallic Currency as anywhere 
else. Hence the illusions in this respect, on which the Act was 
founded, are now completely vanished. 

In all cases, houses which are clearly insolvent should not be 
supported; they ought to be compelled to stop without any 
hesitation. To support such houses is a fraud upon their 
creditors. But under our complicated system of commerce, the 
Credit of even the most solvent houses is so inter-twined and 
connected with others, that no one can teU how far any house, 
even of the highest name, is solvent. Consequently every one ia 
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affected by tMs imiversal discredit. Many houses which are 
really solvent, may have their assets locked np in some form 
which is not readily convertible. Under such circumstances it 
is absolutely indispensable, to prevent universal ruin, that there 
should be some source with the power of issuing undoubted 
Credit to houses which can prove their solvency. And there are 
but two sources from which such Credit can be issued^ the 
Government and the Bank of England. 

In 1793 the Bank resolutely refused to support Commercial 
Credit, and the Government Was obliged to assist solvent houses 
with Exchequer bills, and this saved the commercial community 
from ruin. In 1797 the Bank also refused to support commerce, 
and the result was its own stoppage. After the stoppage^, how- 
ever, it largely extended its issues, and commerce was relieved. 

In every commercial crisis since 1797, however sternly the 
Bank has adopted the Bestkictive Theory at first, it has ulti- 
mately been driven to abandon it, and adopt the Expansive 
Theory. In 1825, while the Bank persisted in the Eestrictive 
Theory, some eminent bankers stopped payment with assets 
worth 405, in the pound. Two days afterwards the Bank 
changed its policy, and issued notes with the most profuse liber- 
ality, and the panic vanished. If the Bank had adopted this 
principle at first, and assisted those bankers who were really 
solvent, they would have been saved from stopping payment. 

The very same principle was decisively proved in 1847, 1857, 
and 1866 : the Eestrictive Theory was in those years enforced 
by Law. But no Government could maintain the Act and the ^ 
Eestrictive Theory to the bitter end, and face the consequences 
of producing universal ruin in pursuance of a Theory which all 
the most distinguished authorities had unanimously condemned. 

It is therefore irrefiagably proved by the unanimous opinion 
of the most eminent commercial authorities, and the clear ex- 
perience of 100 years that the Eestrictive Theory in a com- 
mercial crisis is a fatal delusion : and that when a commercial 
panic is impending, the only way to avert and allay it is to give 
prompt, immediate, and liberal assistance to all houses who can 
prove themselves to be solvent, at the same time allowing all 
bouses which are really insolvent to go. Universal experience 
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proves that this is the only means of separating the sound from 
the unsoTindj and averting general ruin by preserving the former. 

As a matter of fact it is perfectly well known to all bankers that 
an excessive restriction of OveAit produces and causes a rnn for 

Sir William Forbes, in his interesting Memoirs of a Banking- 
House^ says of the crisis of 1793 — These proceedings which 
obviously foreboded a risk of hostilities were the signal for a check 
on mercantile Credit all over the kingdom : and that check led 
by consequence to a demand on hankers for the money deposited 
with them, in order to supply the wants of mercantile men.” 

The Bullion Report expressly attributes the stoppage of the 
Bank hr 1797 to the merciless restriction of Credit. 

In 1857 discounts had ceased at the various banks and a 
general run was commencing upon them when the Treasury 
letter came : this allayed the panic and stopped the run. 

In 1866 matters were a great deal worse. In consequence 
of the restriction on Credit, a most severe and general run took 
place on aU the London bankers. The sum paid away during 
the panic can probably never be known, but it was something 
perfectly frbulons. And this general run upon the bankers was 
certainly caused and produced by the excessive restriction of 
Credit, cansed by the Bank Act. 

The result of such an Act was most distinctly predicted by 
Henry Thornton, one of the joint authors of the Bullion Report, 
in his treatise on the Paper Credit of Great Britain published in 
1802. He says — 

Two kinds of error on the subject of the affairs of the Bank 
of England have been prevalent. Some political persons have 
assumed it to be a principle, that in proportion as the gold of the 
Bank lessens, its paper, or, as is sometimes said, its loans (for the 
amount of the one has been confounded with that of the other) 
ought to be reduced. It has been already shewn, that a 
MAXIM OF THIS SORT, IF STRICTLY FOLLOWEU UP, WOULD LEAD TO 
UNIVERSAL FAILURE.” 

The Bank Act of 1 844 was constructed on this precise prin- 
ciple, and Thornton’s prediction has been strictly verified. 

Seeing then that it is a matter of absolute demonstration that 
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it is indispensably necessary that there must be some source 
having the power to issue solid Credit to support solvent houses in 
Monetary Panics, it only remains to consider whether that source 
should be the Government, or the Bank — and very convincing 
reasons shew that it ought to be the Bank rather than the Govern- 
ment 

Such a duty is quite out of the usual line of the Government. 
They must issue a Special Commission to investigate the solvency 
of those merchants who ask for assistance. Such a Commission 
would never be appointed until matters had become very severe, 
and much suifering would be caused by the unnecessary delay. 

But such a thing is the ordinary and every day business of 
the Bank. The merchant simply goes in the ordinary'' way of 
business to the Directors, satisfies them of his solvency, gives 
them the necessary security, and receives the assistance without 
delay. 

These considerations as well as others which might be adduced, 
shew that the proper source to have this power is the Bank of 
England, and not the Government. 

Some persons however might suppose that such an issue of 
notes might turn the Foreign Exchanges against the country. It 
was formerly supposed, and the idea pervaded Sir Robert Peel’s 
speech, that the Foreign Exchanges are mainly influenced by the 
numerical amount of Notes issued. But in modern times it has 
been proved that the Rate of Discount is an infinitely more 
powerful method of acting on the Exchanges than the amount of 
Notes. And this may be said to be a new discovery since Sir 
Robert Peel’s speech : for there is not a trace of this principle 
to be found in it ; nor did any of the practical men of business 
who supported the Act ever shew that they appreciated the im* 
portance of this principle. In former times certainly, when there 
were multitudes of Banks issuing torrents of Notes, these ^Notes 
lowered the Rate of Discount, and drove the bullion out of the 
country. But under the modern system when these issues have 
been happily suppressed, all danger on this score has vanished : 
and under present circumstances no issues are excessive which do 
not lower the Bate of Discount, 

The doctrine laid down in the Bullion Report and by all the 
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most eminent aiitliorities of that period, was, that the trne 
criterion of the proper quantity of Paper Currency was not its 
numerical amount^ but the state of the Foreign Exchanges and 
the Market Price of Gold Bullion. This doctrine was true so 
far as it went : but unfortunately it was incomplete : the Com- 
mittee never laid down the Kule for carrying this principle into 
effect. Tlie principal method thought of until after Peel’s time, 
was simply diminishing the numerical amount of the Notes. It 
is true that raising the Rate of Discount was reckoned among 
the subsidiary methods of arresting a drain, but so little was its 
true importance understood that it was not even mentioned by 
Feel. But in our Theory and Practice of Banking we shewed 
by the plainest arguments that it is the true keystone of the 
Theoey of the Bullion Repoi^t, and it is now proved by con- 
clusive experience that it is the true supreme power of con- 
trolling the Exchanges and the Paper Currency, and all 
other methods are insignificant compared to it. And since the 
Directors now thoroughly understand and act upon this principle, 
they may be entrusted with unlimited powers of issue. 

Some able authorities however are of opinion that the Act 
should be maintained, as it strengthens the hands of the Directors 
in carrying out this principle, and enforcing the rule. That 
without the Act commercial pressure upon them might some- 
times be too strong to resist. Whatever force there may be in 
this argument, it will be found that the other arguments com- 
pletely outweigh it: and in fact such an argument naturally 
leads us to consider the constitution of the Directorate itself. 

By a remarkable custom professional bankers are excluded 
from the Directorate of the Bank, which is exclusively com- 
posed of merchants. It has long been recognised thixt Com- 
mercial Credit and Banking Credit are of two distinct natures 
and in many respects conflicting and antagonistic. The same 
persons should not carry on both kinds of business: great 
bankers should not be merchants, and great merchants should 
not be bankers. The Duty of a banker frequently conflicts 
with, and is antagonistic to, the Interest of a merchant. A 
banker’s duty is to keep himself always in a position to meet 
his liabilities on demand ; and when there is a pressure upon 



238 


THE ELEMENTS OF BANKING. 


Mm it is Iiis duty to raise the price of his money. Bnt t!i€ 
Interest of a merchant always is to get accommodation as cheap 
as possible. Hence as the Directors emanate exclusively from 
the Commercial body, the Interest of the body from which 
they come, has been frequently opposed to their Duty as 
Directors of the Bank. And formerly it cannot be denied, that 
their sympathy for the body to which they belonged has inter- 
fered with their proper course of action as Directors of the 
Bank, and has been the cause of many errors. 

The whole principles of the subject have now been brought 
to strictly scientific demonstration. If therefore the Directors 
find themselves unable to withstand Commercial pressure, and 
fulfil their undoubted duty, it would seem to raise the question 
whether some modification of the constitution of the Directorate 
might not be desirable, and whether a certain portion of 
them at least, should not be unconnected with commerce, as 
private bankers are. There are very good reasons why they 
should not be exclusively taken from the Commercial body. 

The overwhelming weight of practical considerations is in 
fevour of restoring the Bank to its original condition, and 
abolishing the separation of the departments : which, as has been 
shewn, was intended to carry out a particular Theory, but which 
it wholly fails to do. For while times are quiet, or even during 
a moderately severe monetary pressure, the Act is wholly in 
abeyance : it is entirely inopemtive. But when a real com- 
mercial crisis takes place— and it totally fails to prevent these 
as it was expected to do— and when the Crisis has deepened 
beyond a certain degree of intensity, then the Act springs into 
action with deadly effect. It prevents by Law the only course 
being adopted which the unvarying experience of 100 years has 
shewn to be indispensable to avert a panic, namely, a timely 
and liberal assistance to solvent houses: then follows wild 
panic : and if the Act were rigorously maintained, then universal 
ruin. 

The true object of the Act is to insure the convertibility of 
the Bank Note. But the principle of the Act, or the machinery 
devised for that purpose, is merely a means to that end, and it 
has been proved to be defective. A better means of attaining 
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the object of the Act has been ascertained and demonstrated to 
be true bj the strictest scientific reasoning, as well as bj 
abundant experience, since the passing of the Act, which is 
acknowledged to be efficacious : and, therefore, the Act is no 
longer necessary. The necessity for passing the Act was a deep 
discredit to the Directors of the Bank. It was a declaration 
that they were not competent to manage their own business. 
But now that they have shewn that they are perfectly able to do 
so it is no longer necessary. It may be sometimes necessary to 
put a patient into a strait waistcoat: but when the patient is 
perfectly recovered and is restored to his right mind, the strait 
waistcoat may be removed' — especially as it is found that under 
certain r circumstances the strait waistcoat not only strangle® 
the patient, but scatters death and destruction all around 
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CHAPTER EL 

ON THE BOSINESS OF BANKING. 

r . 

1, We have seen in a former chapter that from the time the 
word Banker” was first used it meant a person who honght 
Money by means of his Credit, or Promise to pay an equal sum 
either on demand, or at some future time. In the business of 
the Exchanges, those are termed “ banking operations ” which 
consist in buying and selling Bills. A Banker ” also buys 
other Debts such as Bills of Exchange by means of his own 
Credit, by creating fresh Debts, Hence the business of a 
merchant is to buy and sell commodities with Money and Debts : 
the essential business of a Banker ’’ is to buy Money and Debts, 
by creating other Debts. A “ Banker ” is therefore essentially 
a dealer in Debts, or Credit : though he sometimes adds other 
species of monetary business to this. 

In modern practice a Banker may stand in four relations to 
his Customer — 

1. As the Purchaser from him of Money or Debts. 

2. As his Agent or Trustee, or Bailee of his Money and 
Valuable Securities, i.e. Securities for Money and Convertible 
Securities; these are termed Banking Securities. 

3. As the Pawnee of the same. 

4. As his Warehouseman for plate, specie, jewels, deeds, 
not being Banking Securities. 

The Duties, Rights, and Liabilities between a banker and 
his customer are separate and distinct in ail these relations, and 
we must now exj)lain them* 
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Ow. the relation of a Banker to his Customer as the 
Purehaser from him of Money or Debts. 

2 6 The first of these cases is the ordinary one where a 
cnstomer opens an account with a banker by means of paying 
in money to his account. In this case, the customer cedes 
the Property in the Money to the banker, and receives in 
exchange the Right or Property to demand an equal sum when 
he may require it. The transaction is a Sale or an Exchange 
of Money for a Debt. The Money placed with the banker is 
not a Depositmn but a Mutmm. The banker and his customer 
stand in the common law relation of Debtor and Creditor, It is 
also part of the fundamental contract between the banker and 
his customer that the latter may transfer this Eight or Property, 
called a Credit or a Debt, to any one else he pleases, and this 
Right of Action may circuhite exactly in the same way as Money 
itself. 

The banker therefore has bought this money : he has acquired 
the entire Property in it, and he may do what he pleases with it. 
He may trade with it in any way he pleases, and his customer 
has no legal ground of complaint against him. He has voluntarily 
parted with his money and received in exchange for it the Eight 
to demand an equivalent sum : and if when he does so, his 
banker is unfortunately unable to pay it, the customer is only 
entitled to receive a proportion of the banker’s property rateabiy 
with other creditors. 

Therefore the common phrase when a man says he has so 
much money ” at his banker’s is incori’ect. He has no money 
at his banker’s, he has nothing but a Eight of action to demand 
money which is recorded in his banker’s books, and which is 
called a Deposit. 

If ''a customer makes his will bequeathing “all his ready 
money” “ all Ms Debts” “aU his moneys” the sum standing at 
his credit in his banker’s books has been held by numerous 
decisions in Equity to pass under these designations. 

The relation between banker and customer being simply that 
sjf Debtor and Creditor, if a customer were to leave a balance on 
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his banker’s hands for six years without operating on it, the 
Statute of Limitations woitld take effect, and he might if he chose 
refuse to pay it. 

This is ' the simplest case of an account between banker and 
customer and is called a Drawing or Cwnxnt Account 

Trading customers however usually keep a different kind of 
an.' account with their banker. They sell their goods and take ' a,: 
bill at B months for thorn. As this bill is not convenient for 
trading purposes, they take it to their banker and offer it to him 
for sale. If he thinks it a good debt which will be paid at 
maturity he buys it from his customer. He writes down to the 
Credit of his customer’s account the full amount of the bill and 
at the same time he debits his account with the sum he agrees 
to receive as profit. When the profit is retained at the time of 
the advance it is called Discount. The discount is, therefore, 
the difference between the price of the bill and the amount 
When a banker buys a bill in this manner he is said to dia-- 
it. 

When a banker discounts a bill for a customer or buys a 
Debt which is due to him, it is a complete sale of the Debt. The 
banker first makes his customer it, that is write his name 

on the back of it. By this indorsement the customer, though he 
has sold the Debt to the banker, remains a security for its due 
payment. And if the acceptor or principal debtor does not pay 
fche bill when it becomes due, the banker has the right to charge 
his customer with the amount of the bill, provided he gives him 
immediate notice of dishonour. 

When a banker discounts a bill, the entire Property in it 
passes to him, just as we have seen above, the entire Property in 
the money paid in hy his customers passes to him. The bill 
belongs to him just as much as any other chattels he possesses. 
He may sell it again if he pleases, or re-discount it, as it is 
termed : and if he becomes bankrupt, the entire Propert^^ in it 
passes to his assignees. 

It is of great importance to observe the true nature of the 
transaction. In the loose language in which Economical sub- 
fects are usually treated it is commonly said that when a banker 
diicounta a bill for a customer, he makes him a loam on the 
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security of tlhe bill. This, however, is a complete misconceptioB 
of the nature of the transaction : and it can easily be shewn to 
be so. If the banker merely made &lom to his customer on the 
security of the bill, it would be the duty to repay thc; 

money at the time fixed, just as in all other loans it is the duty 
of the person receiving the money to repay it. But when a 
banker discounts a bill it is wholly different. He does not seek 
repayment of the money firom his own customer, hut he demands 
payment of the debt from the acceptor of the bill, and if it is duly 
paid, his customer never hears of or sees the bill again. It is 
only in the event of the non-payment of the bill by the acceptor 
that he comes back upon his own customer. If he made a loan 
to his customer on the security of the bill, he would give the 
bill back to his customer when he was repaid ; but he never 
does so when it is duly paid. In such a case the Property in 
the bill would remain with the customer, and pass to his 
assignees in the event of his bankruptcy : whereas it does not 
do so ; it is the Property of the banker, and the assignees of the 
customer have no right to it. 

The transaction is in reality an exchange of Debts. The 
banker buys a Debt payable at a future time, by creating a Debt 
in his customer’s favour, payable on demand. 

It may seem to some to be mere logomachy to distinguish be- 
tween a discount as a sale and as a loan on the security of a bill : 
it is however nothing of the kind: the two transactions are 
essentially distinct, and involve distinct legal consequences to 
all parties, of the most important nature, civil, as well as 
criminal. 

As a matter of fact the whole difficulty in understanding 
the nature of banking arises from the circumstance that those 
who have written on it were not sufficiently acquainted with the 
elementary principles of Mercantile Law. A debt is, as we have 
sever^ times pointed out, a saleable Commodity or Merchandise, 
Goods, or a Chattel, like any other. The banker buys this 
Chattel or Goods, or Merchandise from his own customer, at a 
lower price, and sells it to the acceptor at a higher price just as 
any other retail dealer buys goods at a lower price from one 
person, and sells them at a higher price to another. And these 
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:.:g()o4s:a.re: 'Gapital4 trader be'catise he Biakes a profit bj buy- 
ing and selling them. Exactly in the same way the Debts which 
the banker has bought and keeps ■ in his portfolioj are Capital to 
him, because he makes a profit by buying and selling themo 
And: .; lie buys ' these " Goods' by creating a Debt in excliange for 
it, for which he charges exactly the same as if it were cash, 

‘ consequently his Credit is Capital to him, just as if it were 
money. 

In these cases, therefore, which are the simpiest, the banker 
does not stand in any fiduciary relation to his customer. They 
are independent exchangers, or buyers and sellers, of Money and 
'Debts..;'' 

On the relation of a Banker to his Oustomer as his 
Agent or TeusteEj or Bailee of Stboib and Banking 
Securities. 

3 . Besides, however, the simplest and most ordinary relation 
between bankers and their customers, as exchangers of Money 
and Debts, bankers do undertake trusts, and enter into fiduciary 
relations with their customers. They receive sums of money which 
are specifically directed by their customers to be appropriated 
to some special purpose : as well as securities, and other valuable 
Property, such as Stock, Shares, &c. to receive the dividends, on 
behalf of their customers : they receive Bills of Exchange on 
behalf of their customers, and collect them for their customers 
exactly in the same manner as they do for themselves ; and aa-e 
ariswemble to thorn for any loss incurred through any negligence 
in not complying with the known usages of commerce. Bills of 
Exchange, Stock, Shares, Exchequer Bills, &c., are called Banking 
Securities. 

In such cases as this the Property in these Valuable 
Securities does not pass to the Banker : he is the mere Agent, 
Trustee, or Bailee of his customer, and he has to obey his 
specific instructions in each case, and if he appropriated them to 
Ms own use it would be criminal. Moreover in the event of his 
bankruptcy, the Property in such things would manifestly not 
pass to his assignees. 



245 


MW AS TO FBAtr'DS BY BANKllS. 

The temptation to a banker- to. use for Ms own benefit, tli@ 
Valuable Securities entrusted to - Ms care, is so^ great in, times of 
commercial pressure that it is enacted by the Larceny, Act -24,, & 
25 Vicl ( 1861) c, 96, e. , 75-« ■ ' .- 

“As to Frauds by Agents, Bankers or Factors— 

- ■ 75. “Whosoever having been '.entrusted, either solely or 
jointly with any other person, as a Banker, Merchant, Broker, 
Attorney or other Agent, with, any ' Money, or Secnrity for the 
payment of money 'with 'any direction in writing to apply pay 
or deliver such Money or Security, or any Part thereof re- 
spectively, or the Proceeds or any part of the proceeds of such 
Security for any purpose or to any person specified in such 
dli*ecti«)n, shall in violation of good faith, and contrary to the 
terms of such direction in any wise convert to his own use or 
benefit, or the use or benefit of any person other than the 
person by whom he shall have been so entr listed, such Money, 
Security or Proceeds, or any part thereof respectively : 
and whosoever having been intrusted either solely or jointly 
with any other person as a Banker, Merchant, Broker, Attorney, 
or other Agent with any Chattel or Yaiuable Security or any 
power of. attorney for the sale or transfer of any share or interest 
in any Public Stock or Fund whether of the United Ivingdom, 
or any Part thereof, or of any Foreign State, or in any Stock or 
Fund of any Body Corporate, Company, or Society, for safe 
custody, or for any special pimpose without any authority to sell, 
negotiate, transfer, or pledge, shall in violation of good faith, and 
contrary to the object or purpose for which such Chattel, Se- 
ciirity, or Power of Attorney sliall have been intrusted to him, 
sell, negotiate, transfer, pledge, or in any manner convert to liia 
own use or benefit, or the use or benefit of any person other than 
the person by whom he shall have been so intrusted, such 
Chattel or Security, or the Proceeds of the same, or any part 
thereof, or the share or interest in the Stock or Fund to which 
such Power of Attorney shall relate, or any part thereof, shall be 
guilty of a misdemeanour, and being convicted thereof shall be 
liable at the discretion of the Court, to be kept in penal servitude 
for any term not exceeding seven years, and not less than three 
years, or to ■ bew imprisoned for any term not exceeding two 
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years, witli or witliotit hard labour, and with or without solitaiiy 
confinement” 

On the Relation of a Banker to his Customer as 
Pawnee of BANKiNa Seourities. 

4* In the first of the relations between the banker and Ms 
customer above described, the banker was the absolute purchaser 
of the Money and Securities of his customer, so that he might 
do what he pleased with them : in the second he was merely his 
customer’s Agent, and it is highly penal for him to appropriate 
to his own use any of his customer’s securities. A relation 
between these two is frequently created in which Securities are 
deposited by a customer with a banker : the absolute Property 
in them remains with the customer : but he obtains a loan, or 
advance of money from his banker on their security: which 
when he pays ofiP, the full Property and Possession of his Se- 
curities reverts to himself. The banker thus becomes the Paw- 
nee of his customer’s securities, and while he is so he acquires 
certain Eights over them, though not exactly a Property in 
them ; and it is out of such cases as these that the most difficult 
and abstruse questions arise between bankers and their customers. 

It has always been the custom that if a banker makes a loan 
to a customer on tbe security of bills &c. deposited with him, he 
has the right to repledge, or sell so much of these securities as is 
necessary to satisfy his own claim. And this custom is expressly 
sanctioned in the same clause as has been already quoted — 

It says that nothing in the section shall restrain any banker 
^‘from selling, transferring or otherwise disposing of any Se- 
curities or Effects in his possession upon which he shall have 
any Lien, Claim, or Demand entitling him by Law so to do, 
unless such Sale, Transfer, or other Disposal shall extend to a 
greater number or part of such Securities or Effects than shall be 
requisite for satisfying such Lien, Claim, or Demand.” 

This principle has always been held to apply when a banker 
makes a loan on the pledge of these securities. It is also held to 
apply when a customer having an ordinary accoimt with his 
banker has overdrawn it, and become indebted to him: the 
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tenker lias, a lien or a rigkt.to retain all secaiiitiei 

deposited witli him bj his customers. 

: Blit ...he .has no lien against a customer for a balance nf 
aecoiint upon Taluable property, such as a chest of flaU deposited 
with him for safe custody, not in his capacity of hanker. 

And if a customer being indebted to his banker on an 
: overdrawn account, brings fresh securities to him, and directs 
■ him to appropriate them to some specific purpose, the banker has 
no lien upon them for his debt. He must either fulfil his express 
instructions, or return the securities to his customer. 

Nor has he any lien upon securities which his customer may 
deposit with him merely in his character as Trustee. Even 
though the customer may have fraudulently obtained an advance 
on them from the banker, the Trust will override the lien. 

But a banker’s lien on securities wbicli come into his hands 
without being appropriated to any specific purpose, or entrusted 
to him for safe custody, or the like, is so strong that it applies to 
Bills or Notes payable to bearer, to Exchequer Bills which pass 
by delivery, even though the customer were not the real owner 
of them, and had no right to pledge them. 

Questions of great nicety frequently occur between bankers 
and their customers ; and in the event of the bankruptcy of 
either or both of them, their assignees, respecting the Property 
of bills placed by customers in the hands of their bankers for 
various purposes. 

It is very common for customers to place in the hands of 
their bankers the bills they receive in business for the purpose 
of collection. 

This is very convenient for the customer. By placing the 
bill in the hands of his banker he frees himself from ail anxiety 
and trouble regarding its loss, or presentation for payment. 'I'he 
banker is bound as bis customer’s Agent to present it for pay- 
ment, and place the amount to his customer’s credit as soon as it 
is paid. And if he fails to do so and any loss occurs through 
his neglect of the usages of trade, he must make good the loss 
to his customer. 

. For the sake of convenience, it is usual to note down the 
amount of such on the proper day, in the customer’s account 
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In a column “ short of” or before the column for cash. Hence 
these bills are said to be entered “ short” and the banker is said 
to hold such bills “ short.” 

The entry is a mere memorandum to remind the banker that 
he has such bills to collect for his customer, on a certain day. 
The sum is in no way placed to his customer's credit : and the 
bills held short ” are the exclusive property of his customer, 
which he is entitled to demand back at any time previous to his 
'.bankruptcy. 

As the banker has acquired no Property in them, in the case 
of his bankruptcy, the customer is entitled to demand them back 
immediately. 

But in the case of the customer’s bankruptcy, the banker 
must not deliver up his short bills to him, as all his Property has 
vested in his assignees. 

As short” bills are not the Property of the banker he would 
be indictable if he used them for his own profit. 

London bankers act as Agents and correspondents for country 
bankers. Therefore they are in many cases, as rega.rds country 
customers, the agents of an agent. 

A country customer frequently requires his banker to per- 
form some duty for him which can only be done by his London 
agent : and perhaps sometimes that can only be done by that 
London agent employing a foreign agent. In these successive 
agencies losses may happen quite innocently in the course of 
trade. But in all such cases the country banker is liable to his 
customer because it was he who chose the agent who made 
the loss ; or he chose the agent who chose the agent who made 
the loss. Therefore it was the country banker’s conduct that 
led to the loss, and he must bear it, so far as regards his own 
customer, and then have recourse against his own agent. 

Hence in all cases when a banker undertakes to get payment 
of a bill, or anything else, for any party, he is liable to him, if 
any loss occurs through him or his agents. 

If a banker takes Goods as a security for an advance, he 
ought to satisfy himself that his customer is entitled to them ; 
for by common law the real owner will be able to recover them, 
or their value from him, if unlawfully pledge^. That is they 
have no ^‘currency.” 
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A banker Bometimes takes a Ponicy o£ . LiFE ' iNSnEAKCE. ' as a 
P^,curity for a debt, in sncb a case he should give notice to the 
office of the assignment; as in the event of his customer’s bank- 
ruptcy, the policy would vest in his assignees. 

It is a well established principle that a debt due to a trader, 
though assigned by him, is in his order and disposition in the 
event of his bankruptcy, even though the instrument of the debt 
has been delivered over, unless notice of the assignment has been 
duly given. 

He must also have actual possession of the policy ; as if the 
debtor holds it it would pass to his assignees. 

Policies of Life Insurance are most undesirable securities for 
a bank<»r to hold; as he may become liable to pay the premium 
for a long series of years, and may thus make a loss. 

But more undesirable still if possible, are Shares in public 
Companies. To complete his right to them, he must have them 
transferred to himself, and thus become liable for calls, and even 
worse, in the event of the failure of the company. A banker, 
theretbre, should never make advances on shares, except of com- 
panies of a very high standing : for instead of buying a security 
he may very probably hnd he has bought a liability • 

Dock Warraisits and Bills of Lading are Negotiable Instru- 
ments ; and being duly indorsed the Property in the goods they 
represent passes by the simple delivery of the instrument, 
so as to empower the holder to obtain possession of them. 

A banker sometimes takes a deposit of Title Deeds, by way 
of equitable mortgage. In all such cases he should have a written 
memorandum stating distinctly the purpose for which the deposit 
is made : for it is laid down that in doubtful cases, where there is 
no memorandum, the Court leans against considering the deposit 
m a security for antecedent debts. 

On the Relation of a Banker to his Omtomer m 
Wabehodseman of his plate^ jewels^ speoisy deeds ^ cfec. 

5^ Besides buying money and securities irom their customers 
in the way of banking business, bankers also receive from their 
customers chests of plate, jewels, specie, deeds, and policies, of all 
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'»TO for 1 ii 0 sake :of custody in. their strong rooms: 
capacity they act simply as Warehousemen for their customers^ 
and no Property of any description passes to them in the goods 
deposited : and they have no lien over these deposits for balances 
due to them, from their customers on their accounts. 

And as these goods are only placed with them on trust, the 
Statute of Limitations does not apply, for the Statute never 
operates against a Trust. It is said that several London bankers 
have plate and jewels deposited with them by the refugees in the 
Prench revolution. The real owners perhaps j)erislied in the 
revolution, and their heirs have never claimed their valuables. 

On a B anker" 8 Lien on his Customer" s Securities. 

6, A banker’s general Lien is part of the Law Merchant, and 
is judicially noticed as such. 

A banker has a general Lien over all securities deposited with 
him by his customer as a hanker, for debts due to him by his 
customer without any specific appropriation. 

But he has no Lien over securities placed in his hands for a 
special purpose. If he receives securities in such a way he un- 
dertakes to do what he is requested : and such an undertaking 
is quite inconsistent with the notion of a Lien. 

If a banker takes a security payable at a futur'e day, his Lien 
is gone. For taking the security payable at a distant day, is 
payment pro tempore, and an extinction of the debt : and no new 
debt arises until default is made in payment of the new security; 

The Bankruptcy of a Customer. 

7, Directly a customer becomes bankrupt, he is commercially 
dead : and he has lost all power to deal with his property, which 
is gone to his Creditors. 

Consequently a banker may receive money on a bankrupt 
customer’s account, because he does so as trustee for the 
Creditors: but he must not pay away any money to his 
customer’s order : and if he does so, he will have to relund it to 
the Creditors. 
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He may retain any security lie holds for any debt to which 
it is specially appropriated, but he is the trustee of the Creditors 
for any excess* 

If a banker pays any of his customer’s cheques after he has 
notice of his having committed an act of bankruptcy, he will 
have to refund the money and will not be allowed to prove for 
the amount* 

On the Appbopeiatioh of Payments. 

8. If a customer keeps several accounts with a banker, and 
ts indebted to him, he has a right to say to which of them any 
money he pays in shall be appropriated. But if he makes a pay- 
ment generally, the banker has the right to appropriate it to 
which he pleases, and may take reasonable time to determine 
which. 

On Banhing Instbuhbnts of Cbbdix. 

a A banker buys Money and Securities from his customers, 
and gives them in exchange for it his own Credit. This Credit 
or Debt is expressed either in the form of an entry in his books 
called a Deposit, or the banker may give him a written docu- 
ment in various forms, such as a Bank Note, Deposit Eeceipt, a 
Draft on his correspondents, Circular Notes, and Letters of 
Credit. 

By the Common Law of England any person may issue his 
Promissory Note in any form payable to bearer on demand ; 
payable to order ; or at sight, or after demand : or at any cer- 
tain event: and for any amount. 

In the middle of the last century a considerable number of 
bankers issued their Notes for small sums such as five or ten 
shiiiipgs, and for £1. But by a Statute in 1775 all persons 
were^ forbidden to issue Notes payable to bearer on demand for 
less than £1 ; and by a Statute in 1777 a similar prohibition was 
enacted against all Notes under £ 5 , 

By the 7 & 8 Viet, (1844) c. 82. ss. 10, 11, 12, no person 
may become a party to an Obligation payable to bearer on de- 
mand in any part efthe United Kingdom: except those bankers 
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who were lawfully issuing their own Notes on the 6th May 
1844. 

A. Bank Note is defined by Statute 17 & 18 Viet. (1854j 
c. 88, ,s. 11 to be-— ■ ■ 

. “'Any bill,, draft, or note (other, than notes of the Bank, of" 
England) which shall be issued by any banlcer, or the agent of 
any banker, for the payment of money to the bearer on demand, 
and any bill, draft, or note so issued, which shall entitle, or be 
intended to entitle the bearer or holder thereof, without indorse- 
ment, or without any further, or other indorsement than may be 
thereon at the time of issuing it, to the payment of any sum of 
money on demand, whether the same shall be so expressed or 
not, in whatever fonn and by whomsoever such bill» draft, or 
note shall be drawn or made.” 

The following establishments only may issue obligations 
payable to bearer on demand in England — 

1. The Bank of England. 

2. Private banking firms which were lawfully issuing their 
own notes on the 6th of May 1844, and which have not become 
bankrupt, or discontinued such issue since that date. 

3. Joint Stock Banks formed under the 7 Geo. IV. (1826) 
c. 46 issuing their own notes at a distance not less than 65 miles 
from London. 

Tender of payment in country bank notes is good if not 
objected to on that account. Even if a banker tender his own 
notes which are afterwards dishonoured. 

If country bank notes be taken in payment of goods at the 
time of the sale, and as part of the contract, so that no debt is 
created, and without indorsement, the vendor takes them at his 
own risk, and has no remedy against the transferor if tlie banker 
fails, before he has obtained payment of them. 

But if the transferor knew at the time he offered the notes In 
payment that the banker had failed, he is liable. 

But if the notes be taken, not at the time of the exchange, but in 
payment of a pre-existing debt, however short a period has 
elapsed between the creation of the debt and the tender of the 
notes, if the transferee present '.the notes within due time, and 
find that the banker has, failed* and give due notice of dishonour 
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to,: /'the .transferor, he . 'may demand ■ payment , of' ^ Ms,, origmal 
.defe,tv.;' 

pays into Ms. account with Ms hanker , the 
notes, . of another banker, for which his banker gives, , him , either 
■ credit in,,, account, or a deposit receipt : .and if the, banker on 'duly 
presenting the notes for payment finds that the banker who 
issued them has failed ; and if he gives due notice of dishonour 
to his customer, he may cancel the credit. 

But if instead of demanding payment of the notes he takes a 
credit in acconnt with the banker who issued the notes, that is 
equivalent to payment, and he is liable to his customer, if the 
other banker fails. 

If erne person changes a bank note as a favour for another, 
and if on duly presenting the note for payment he finds that the 
banker has failed, and if he gives due notice of dishonour, he may 
demand back his money. 

On Cheques. 

banker invariably buys Money and Securities irom his 
customer by creating a Credit in his favour. This Credit is 
termed a Deposit. 

By the custom of bankers the contract between a banker and 
his customer having an ordinaiy drawing or current account with 
him, is to pay on demand, either to him or to any one else to 
whom the customer may assign them, whatever funds he may 
have at his customer’s credit, within a reasonable time after he 
has received them, and to accept his customer’s bills to that 
amount. 

By the custom of bankers possession of funds is equivalent 
to acceptance, and admission of funds is a legal acceptance of a 
cheque drawn by a customer. 

A verbal promise to pay, or a collateral writing promising 
to pay, or any mark such as initials placed on a cheque, the 
well understood meaning of which is a promise to pay, is a legal 
scceptazice by a banker having funds of his customer. 

A cheque is payment unless dishonoured, and tender of pay- 
by cheque is good unless objected to on that account. 

When a customer has placed securitieji in the hands of hii 
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baiAer, and is allowed to draw against tbeni in a certain well 
understood way, the banker cannot change the well understood 
coiirse of dealing, and dishonour Ms customer’s cheques without 
giving him notice. 

A banker who pays a cheque must cancel it by crossing out 
the drawer’s signature under a penalty of £60. 

Paid Cheques are the property of the drawers, who may 
demand them back at any time; unless they be overdrafts, for 
then the banker has a right of action on them. 

If a banker cancels the drawer’s signature to a cheque, and 
if before actual payment he discovers any reason why he should 
not pay it, he may withhold payment. 

But if the money be actually paid over to the presenter of 
the cheque, even in mistake, the property in the money is gone 
from the banker, and he cannot retake it. 

Cheques are within the Summary procedure on Bills of 
Exchange Act,” 19 and 20 Viet. (1856) c. 67 : and may he taken 
in execution. 

If a Cheque payable to order bear an indorsement purporting 
to be that of the Payee, the banker is not bound to inquire into 
its genuineness : and an indorsement by procuration is within 
the meaning of the Act. 

A cheque is the assignment of a ehose-^in-action, and when 
communicated or notified to the hanker by the holder is a com- 
plete assignment of the fund. 

If a cheque be notified to the hanker, and the drawer dies 
before it is paid the holder is entitled to payment. 

If a banker pays a cheque with a forged signature the loss 
fails on him. 

So if the body of the cheque be written by his customer, and 
fraudulently altered by another person, so as to be payable for a 
larger sum than originally drawn, and the banker not detecting 
the alteration pays it, he must bear the loss of the excess. " 

But if the customer authorises another person to write the 
body of the cheque, and that person fraudulently alters the 
cheque so as to make it payable for a larger sum than author- 
ised, and so the body of the cheque is all in the same hand- 
writing the banker will not be liable. 
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If a banker pays a cheque under circumstances which are 
iBvidentlj suspicious he must bear the loss. 

A banker must pay his customer’s cheques strictly in the 
order in which they are notified, communicated, or presented to 
• Mm for' payment. . 

He must debit his customer’s account with cheques on the 
day they are notified to hina or paid, and not on the day they 
are drawn. 

Sums paid by a banker extinguish the debts created by 
sums paid to him in strict chronological oi'der. 

If a banker having funds of his customer wrongfully dis- 
honours his cheque, or hill made payable at the bank, so that the 
customer suffers damage, he has an action against the banker for 
such damage. 

But such special damage must be laid and proved. 

If the customer becomes bankrupt in consequence of the 
wrongful dishonour of his cheque his assignees have an action 
against the banker. 

The holder of the cheque or bill may sue the banker on the 
instrument. 

A cheque may be presented any time within six years of 
its date to charge the banker; and the drawer if the banker 
fails. 

The transferee of an overdue cheque is not subject to the 
equities of the transferor, as the transferee of an overdue bill. 

If a customer has an accoxmt of a fiduciary nature, such as 
Trustee, Executor, or otherwise, a banker may not refuse to pay 
his cheques because he may believe that the customer intends to 
apply the funds in a breach of trust. 

And he will not be liable to the cestuiqm trust if he is not 
privy to the breach of trust. 

But if he acts in concert, agreement, and collusion with his 
custdiner in committing the breach of trust : and especially if he 
obtains some benefit by it as by his customer paying a debt of 
his own to him by means of cheques on the trust account, he 
must replace the trust fund. 

The Statute of Limitations do^ not apply to a banker mis- 
3.pply ing a trust fund. 
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; Deposit if taken instead of monefg Is 

good payment 

If a banker snpplies bis customers with cheques with a cross- 
ing in blank printed on. them, the customer before he issues the 
cheque, may write the words pay cash’' on it. This being 
done before the cheque is issued, nullifies the crossing, and the 
banker may pay cash across the counter. 

If a banker either at the request of a customer, or when a 
cheque is presented by the holder or his agent, place a mark ” 
upon it, as by his initials, signifying that the cheque is good, and 
will be paid, such “ mark ” is a legal acceptance of the cheque by 
the banker. , 

If a banking company has several branches, each with its own 
customers and accounts, each branch is considered an independent 
bank for the purpose of receiving and transmitting notice. 

Each branch must collect its own cheques and bills, and time 
will not be enlarged so as to permit it to collect them through its 
head oifice. 

If a person change a cheque as a favour for another; and if 
the cheque he duly presented and dishonoured, he may give 
notice of dishonour and recover the money. 

A Lettee of Credit is a written request addressed by one 
person to another requesting the latter to give credit to a person 
named in it. 

If the request be unconditional it is termed an Open Credit. 

If the request be on the condition that bills of lading be 
deposited as collateral seciuity it is termed a Document Credit. 

A Marginal letter of credit is one by which a person named 
in the margin guarantees to another person that he shall receive 
credit from or have his bills accepted by a third person. 

The holder of a banker’s circular letters may demand pay« 
ment of them from himself, as well as from his correspondents 
abroad. 

But he is not bound to cash them unless they are returned to 
him^ or he receives an indemnity. 
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On Banking Investments* 

11* Thongli a banker is bound tbeoretically to repay everj 
one of bis customers instantly on demand, yet as no man what- 
ever would spend all bis money if it %vere in bis own possession, 
but would keep a store of it, and spend it gradually; so when 
be keeps it at bis banker’s, be will not be likely to require it all 
at once, but will keep a store of it there, just as be would have 
done if be bad kept it at borne ; and the banker is able to trade 
with it in a variety of ways, if be takes care to keep by him 
sufficient to meet any demand bis customers are likely to make 
on him. The different methods in wbicb a banker trades with 
the money loft with him by bis customers depend very much on 
the class of bis customers and their occupations and the general 
business of the locality be lives in. He must adapt bis business 
in such a way as may be most suitable for the class of customers 
be has to deal with, so that be may never fail for an instant to 
meet any demand. If bis customers are chiefly country gentle- 
men, whose rents are remitted regularly, and who draw them 
only for family expenditure, he may calculate pretty accurately 
on the demand likely to be made on him, and be may lend out 
bis funds on more distant securities than are proper to other 
cases. Such are chiefly country bankers in agricultural districts 
and those at the West end of London. 

But when a banker does business in a trading community 
who are in constant want of their money, and whose demands are 
much more frequent and unexpected, be must adopt a very 
different line of business. He must then have bis funds within 
reach at a very short notice, and be ought to have them invested 
in such property as be can re-sell on a very short notice ; to 
meet any unexpected pressure on him. The business of such a 
banker will chiefly consist in discounting bills of exchange, and 
is of h distinct nature from that of lending money on mortgage. 

We must now consider the various methods in which 
^itokerktrAcle^^^ 

L By discounting bills of exchange. 

2. By advancing to their customers on their own promissorj 
notes, with or without collateral security. 
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3. Bj means of Cash Credits or overdrawn accoiints. 

4. Bj lending money on mortgage. 

5. By purchasing public securities, such as Stock or Exche- 
^ ^uer bills. 

On Discounting Bills of Exchange. 

12. We have already fiilly explained the nature and meamng 
of discounting bills of exchange : here, therefore, we have only 
to make some practical observations on the subject. 

If an abundant supply of good bills were always to be had, 
they are, no doubt, the most eligible of banking investments, fir 
their date is fixed, and the banker always knows when his 
money will come back to him. He charges the profit at the 
time of the advance, and he gains it whether the customer draws 
out the money or not : and in a large bank it must often happen 
that drawers, acceptors, and payees, are aU customers of the 
same bank, so that when the drawer has his account credited 
with the proceeds of the bill, and gives a cheque on his account, 
in many cases it must happen that the cheque finds its way to 
some one wlio is a customer of the same bank, and, therefore, the 
bank has reaped a profit by creating a credit which is simply 
transferred from one account to another. And the same results 
take place much more frequently by means of the system of 
clearing explained presently, by which all the banks that join in 
it, are, in fact, but one great banking institution. If it should 
happen that a customer of one of the clearing banks gives a 
cheque to the customer of another ; the chances are that some 
customer of that other bank gives a cheque to the customer of 
the first, and these claims are simply readjusted to the several 
accounts without any demand lor coin. The more perfect the 
clearing system, the less coin will be required. Consequently 
the grei.ier part of banking profits are now made simply by 
creating Credits, and these Credits are paid not in cash, but by 
exchanging them for otlier Credits. 

When a banker discuimts a bill for a customer he buys it, or 
purchases it, out and out fi’om him and acquires all his customer’s 
to that is of bringing an action again^it aH the partiei 
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it, and also of reselling it again if he pleases, or rediscounting it, 
and this is one of the great advantages of discounting bills, that 
if there is an unusual j)ressure for cash on the banker, he can 
resell the bill he has bought. 

We have observed that discount is more profitable than 
interest, and the profit rapidly increases the higher discount is. 
A very slight consideration will shew this. Suppose a money 
lender advances money at 50 per cent, interest. Pie would ad« 
vaace bis customer JlOO, and at the end of the year receive his 
£100 back, together with the £60, Plis profits therefore would 
be £50 per cent. But suppose he discounts a bill for £100 at 
50 per cent. He would only actually advance £50 and at the 
Slid of >he year he would receive £100 ; consequently he would 
make a profit of 100 per cent. 

The following table shews the difference in profit in trading 
by way of Interest and Discount. 


Table showing the profits per cent, and per annum at Interest 
and Discount, 


Interest 

Discount 

Interest 

Discount 

1 

1*010101 

H 

9*311475 


1*622832 

9 

9*890109 

2 

2*040816 

H 

10*406132 

n 

2*664102 

10 

11*311111 


3*092783 

15 

18*823529 

Bh 

3*626943 

20 

25*000000 


4*166666 

30 

42*867142 


4*701570 

40 

i 66*666666 

6 

6*263157 

50 

100-000000 

H 

6*820105 

60 

150*000000 

■■■■ 6' 

6*382008 

70 

233-000000 


6*951871 

80 

400-000000 

7 

7*526881 

90 

' 900-000000 

7i 

8*108108 

100 

Infinite 

.8 

8*696662 

■■ ■ ■ ■ ■ 1 

— 


The system of discounting bills is intended to be the sale of 
bond fide debts lor work done, or for property actually transferred 
from one party to another, and there is nothing that requires 
more sleepless vigilance on the part of the banker than to take 

s 
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care tliat. tiie debts lie buys are geniiine and not . fiotitioBa,: . ':^ 
bills are offered for sale, be ongbt/to know whose debt, itis,,,.tbat' 
be is buying, and be ought to be. able to forni' some conjecture 
as to' the' course of dealing between tbe parties, wMcb could; give; 
rise to the bill. Bills should not' only be , among ■traders,' but 
: only according to : a particular' course of trade. We will speak 
of real debts in tbe first, place : ■ and these may arise in a number; 
of different ways; ' First' between traders in '.the same business^ 
and, secondly, between traders in ■ different species, of ■ business,,,.: 
but yet for work done. . If we. take the: case, of manufectured/o.r ■ 
imported' .'goods, , there ', are.' usually ' three stages ihey pass'' 
through— , 

1. ■ From, the manufacturer or importer to the wholesale® dealer®, 

2. From the wholesale dealer to the retail dealer, 

3. Prom the retail dealer to the consumer. 

Each transfer of Property may give rise to a bill; but of 
these the first two are by far the most eligible, and are most 
peculiarly suitable ibr a banker to buy : the third should only be 
purchased with great caution, and but rarely. 

There are other cases of good trade Mils, when one business 
requires the supply of different productions, such as a builder 
requires wood, lead, slates, bricks, and other materials. 

Hence a bill of a wood merchant, or a lead merchant, on a 
builder, would be a very natural proceeding, and apparently a 
proper trade MIL So if a builder fits up premises for a shop- 
keeper or merchant, a bill for the work done is a legitimate trade 
bill. All these bilk therefore follow the natural course of trade t 
and carry the appearance on them of being genuine. 

But if a banker sees bilk drawn against the natural stream of 
trade, it should instantly rouse his suspicions. Thus a bill 
drawn by a wholesale dealer upon a manufacturer, or by a retail 
dealer on a wholesale dealer, would be contrary to the natural 
coui'se of trade, and should arouse suspicion. A bill drawn by 
a lead merchant on a builder would be proper on the face of it, 
if there were nothing to excite suspicion i but a bill of a builder 
OB a lead merchant would be suspicious, unless it were satisfac- 
torily explained* Bilk of persons doing the same trade upon 
each other are suspicious on the' face of tliepa* Thus a bill of 



dl'V. BISCOWNTIHa" BILLS ■. OF EXOHAKaB* 


261 


one mamifactiirer upon anotlier in tlie same business, or between 
one wholesale dealer and another, are OTidently 'suspicious, be- 
cause there is no; usual course of dealing between them. Besides 
such bills are chiefly generated in speculative times, when com- 
modities change, hands repeatedly on speciila'tion that the . prices 
will rise. Bankers should be particularly on their guard against 
buying bills drawn against articles , which are at an, extravagant 
price in times o£ speculation. 

A hanker is primA facie influenced by the respectability cf 
his own customer, who is the drawer or indorser of the bill • He 
ought Iiowever to acquire specific information regarding the 
persons upon whom.' his customers are in the hab'it of ' drawing,' 
and sfit^sfy himself that they are likely to be genuine bills. And 
this vigilance should never be relaxed in any case whatever. We 
hold it to be utterly contrary to ail sound banking to take bills 
merely on the supposed respectability of the customer. But we 
believe it to be far too common a practice to look merely to the 
customer’s account. Customers begin by getting the character 
of being respectable — they bring perhaps good bills at first — and 
keep good balances : and their bills are punctually met. This 
regularity and punctuality are very apt to throw a banker ofl 
his guard. He thinks his customer a most respectable man doing a 
good business ; all the bills are taken to be trade bills. By and by 
the customer applies for an increased discount limit, on account of 
his flourishing business. The banker is only too happy to ac- 
commodate so promising a customer. His discounts swell and 
his balances dimini sli, but still his bills are well met. However 
the time comes, perJmps when the banker thinks it prudent to 
contract some of Ills accounts, and this may be one which he 
thinks it expedient to reduce : and then, perhaps he makes the 
pleasant discovery, that there are no su^ h persons at all as the 
acceptors, and that the funds for meeting all these bills have been 
got Hona himself 1 

Such cases as these are not unlikely to happen when London 
houses supply smali country tradesmen and draw upon them* 
When a man has established a, good character, it is impossible to 
require information about every Mil before it is discounted : but 
we do not hesitate to say, that it is of the first importance that a 
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banker skoiiH be constantly probing bis customer’s aceonntSj and 
get information of the persons they draw upon. It was wittily 
said by some one (Lord Halife we believe) ‘Hbat man in tbis 
world is saved chiefly by want of faith,” Tbis is eminently true 
of banking, A banker sbonld be tbe most suspicions of mortals s 
be should bave implicit faitb in no man. Tbe amount of villainy 
and rascality wbiob is practised by means of accommodation and 
bctiiious and forged bills would exceed belief, if such disclosures 
were made public. Howrever it is contrary to tbe policy of 
bankers to allow it to be known bow they are robbed and cheated. 
Their interest covers a multitude of sins. If criminals were pro- 
Escuted according to their merits the calendar would swell up to 
a frightful, extent. There is, probably, no class of persons who 
see felonies committed so frequently as bankers, and ai'e necessi- 
tated to let them go unrepressed and unpunished. And there is 
reason to fear that such things are encouraged by the too easy 
faith reposed in their customers by bankers. If bankers laid out 
more expenditure in the Intelligence department,” we believe 
it would be amply repaid, and many would have been cut short 
in a career of crime, of accumulated robberies, which generally 
terminate in disaster to the bank. 

As it is contrary to all sound principles of banking to dis- 
count bills solely on the customer’s respectability, as appearing 
from his account, so any customer should be regarded with sus- 
picion who is not ready and willing to communicate information 
to his banker about his affairs. If he will not do so, how can he 
expect him to give him assistance in the day of trouble ? Some 
customers however are mightily indignant if their banker will 
not discount their biUs on the strength of their names, without 
regard to the acceptor. But as such a practice is contrary to 
sound banking, so it will invariably be found that these are not 
desirable customers to have, and it would be well for a banker 
quietly to shake off his connection with them, as in the long run, 
they will probably bring him more loss than profit. 

So much for discounting bills of exchange, which consists of 
buying debts, and not lending money. A banker however may 
not always be able to find a sufficient quantity of eligible debts 
to buy, to absorb ail his disposable funds, or he may not choose 
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k) emploj them all in that way : and some of his customers may 
want a loan on security, who have no bills to sell. The banher 
takes his customer’s promissory note for the sum payable, at the 
date agreed upon, and also a deposit of the convertible security as 
collateral. He does not advance on the goods or security itself 
— that is the business of a pawnbroker— but on the personal 
obligation of his customer, and the securities are only to be re- 
sorted to in case of the failure of his customer to pay his debt. 
These convertible securities are chiefly Public Stock, Bank Stock, 
India bonds, Shares in commercial companies, Dock Warrants, 
Bills of Lading. Whenever he takes any of these as collateral 
security, he ought to have a power of sale from his customer in 
case ha fails to discharge his obligation. These loans, though 
they may be sometimes made to I’espectable customers, ai-e not 
desirable advances for a banker to make, and he should be chary 
in encouraging them too miich, for they frequently are demanded 
from the borrower having locked up too much of his funds in an 
unavailable form. There is then the danger of the obligations not 
being paid at maturity, and then come requests for renew^als, and 
the banker is either driven to the unpleasant necessity of realis- 
ing the security, or else having his temporary advance converted 
into a dead loan. 

Persons who seek for such advances habitually are most pro- 
bably speculating in joint stock companies’ shares. They buy 
up shares on speculation, which they hope will advance in price : 
they then wish to pledge the shares they have already bought to 
purchase more : then perhaps a turn in the market comes, and 
the value of the securities goes down rapidly : they are unable 
to pay their note : and tlie banker may perhaps have to realise 
the shares at a loss. During the railway mania of 1845, a num- 
ber of banks, called Exchange banks, were founded expressly on 
this principle of making advances on joint stock companies’ 
shares, especially railway shares. But they were all ruined, and 
some of them, we believe, suflered frightful losses from the 
great fall in the value of railway stock. 

The objection to such transactions in a banking point of view 
is that the promissory notes of these persons and their securities 
are not available jbo the banker in case he is pressed for money. 



264 


im ELEMEK!rS'".OF BANKIB0. 


Moreoyer tliey are barren, isolated ■ transactions, wbicli lead to 
nothing : whereas a discount account promotes comtaerce, and 
grows more profitable as the business of the customer increases. 

There is also a very important point to be considered in the 
shares o£ many companies which are offered as collateral security, 
that by the deeds of the companies, no property in the shares 
passes, except by the registration of the name of the holder in 
their books. No’w while the customer is in good circumstances 
there may be no danger : but if he becomes bankrupt, the banker 
is not entitled to retain the shares against the otlier creditors. If 
the bankrupt is the registered owner of the shares, his creditors 
are entitled to them ; hence if the banker means to complete his 
security, he must have himself registered as the owner- of the 
shares, and thereby becomes a partner in a multitude of joint 
stock companies, of whose condition he can know nothing. Then 
perhaps, calls are made, and the banker finds that instead of 
buying a semnty^ he has bought a UahiUty, and he must pay up 
the calls or forfeit the shares. 

All. such advances, therefore, should be made very sparingly, 
and only with such surplus cash as the banker may not be able 
to employ in buying good bills: and they should only be made 
to such persons as he believes to be perfectly safe without the 
deposit of the security. No hanker would make such an advance 
if he really believed that he would be obliged to realise thie 
secuiity to repay himself, as such proceedings will always make 
a soreness between himself and his customer, who will he averse 
to seeing his property sold at a sacrifice as he may call it. 

Advances on Dock Warrants and other similar securities, are 
also liable to many similar objections, and should be very 
sparingly done, as they subject a banker to much trouble beyond 
the line of his proper business, and are indications of weakness in 
a customer. Some customers will expect to have loans upon 
leasehold or freehold property left as security ; but these are 
most objectionable as collateral security. The process of realising 
freehold property is so long, uncertain, and tedious that it is per- 
fectly unavailable to a banker in case of necessity. In fact we 
believe the best rule in all cases of loans with collateral security, 
(except in such instances as public stock) is to avoid, as much ss 
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The objection to cash credits on ’, the part of . London bankers 
Is; exactly similar ;tO' that against advances on mortgage, -that in; 
time 'of . pressure it .is' very difficult - to call up the advances, , and 
the securities, are not generally realisable. But if cash credits 
are objectionable, still more are purchases of foreign securities, 
such as stock in foreign railways. Several of the joint stock 
banks which failed in 1857 and 1866 sinned grievously in this 
respect of looking up their funds in foreign securities. 

If temporary loans on real property are objectionable as 
Becmities to city bankers, much more so are mortgages, which 
are intended by their nature to last for years. Such transactions 
are, therefore, chiefly confined to country bankers, and those at 
the west end of London, whose connections lie more among the 
landed than the commercial interest, and wlio are not liable to 
be called upon so suddenly for cash. 

Besides these operations, all of which are founded upon per- 
sonal liability — all of which contain personal obligations to pay 
fixed sums of money and are therefore dealings in currency” — 
bankers usually invest part of their fimds in public securities, 
which are supposed to be more readily convertible into cash than 
others. Public securities are of two descriptions — the one 
“ Currency, or Securities for money,” such as Exchequer bills — « 
the other ^‘property, or convertible securities,” such as the 
Funds : the former being an engagement on the part of the Ex- 
chequer to pay a certain sum of money, like any other bill ; and 
the latter being no engagement to repay any fixed sum at all, 
but only a fixed rent, or sum, for its use, 

- Each description; of public securities „ has itS' ,advanteges:'.;and;.: 
disadvantages. The interest on the Funds will be found, in the 
long run, to be higher tlian those on other descriptions of public 
securities. But there is this serious consideration, that the value 
of these stocks is very fluctuating, and when any public crisis 
comes, and bankers wish to sell their stock, they may sustain 
very great loss. In the week of the great crisis of 1847, when 
many banks had to sell stock to provide for contingencies, the 
losses were immense when they bought in again to replace it i 
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and tills danger is greatly aggravated by tbe Bank Act of 1844. 
Another disadvantage regarding stock is, that all transactions of 
bankers must become knovm, as they have to transfer it. 
Exchequer bills have this advantage, that a banker can deal in 
them without its being known to any one but the broker. Ex- 
chequer bills being like any other promissory notes, an engage- 
ment of the government to pay a definite sum. of money, it is 
not probable that the banker can ever lose so much on them 
on stock. In order to prevent Exchequer bills falling to a 
discount, tliey always bear interest, and, in consequence of thiS; 
are usually at a premium: and when by the change in the 
market rate of interest, they fall to a discount, the interest upon 
them is usually raised. From the circumstance of their 'greater 
steadiness in value the profit of investing in Exchequer bills is 
less than that from stock. 

Bankers collect money from those who have it to spare, and 
advance it, or its equivalent, to those who require it. They 
may sometimes themselves be in a similar predicament. Some- 
times they may have more by them than they have employment 
for ; sometimes from unusual demands, they may be in want of 
temporary advances. There is a class of persons who under- 
take this equalising process — ^the bill brokers. They go the 
round of the bankers every morning, and borrow from those 
who have to lend, and lend to those who want to borrow. 

At the present day, the principle of association has been 
developed to a much greater degree than ever it was before : 
eompanies are formed for all manner of purposes. When these 
companies apply to open an account with a banker, it will 
generally be found that they want accommodation. But a 
banker should never accommodate a company of whose affairs 
he can know very little : he should only grant accommodation 
on the personal liability of the .Directors. He should require 
from them a joint and several note, payable on demand, reserving 
his right against the company, only as a collateral security. If 
anything goes wrong with the company, he has an immediate 
remedy against the Directors. Whereas if the company goes 
into the winding up Court, it will be a long time before his 
claim caq, be settled : and then there may be some technical 
objection. The contributors may say that the Directors had no 
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right to draw bills by the constitution o£ the company ; or that 
they may have exceeded their power: and then he may ha¥6 
to contest his claim through several different courts bringing 
him nothing but vexation and anxiety. 

On the Ghmmm System. 

13^, Suppose that any number of the customers of the same 
hank have transactions amongst themselves, and give each 
other cheques on their accounts. Then, if the receivers of 
the cheques do not actually draw out the money, any amount 
of transactions may be carried on by simple transfers of 
Credit ffrom one account to the other without a single piece of 
money being required. The Clearing system is a device by 
which all the banks which join in it are formed into one huge 
banking institution for the purpose of transferring Credits from 
one bank to another, just in the same way as Credits are trans- 
ferred within the same bank. 

The Clearing System arose in this way. Every London 
banker has every morning claims against most of his neighbours ; 
and of course most of his neighbours have claims against him. 
It used to be the custom for every banker, the first thing in the 
morning to send out a number of clerks to collect the claims he 
had against his neighbours, who of course were obliged to keep 
cash or notes to meet them. The metropolis is portioned out 
into districts called “ walks,” and each clerk had to collect all the 
bills, cheques, <&c. within his walk. These claims are called 
hanher's charges, and were paid in Bank Notes, in some cases by 
cheques drawn upon the Bank of England. This clumsy and 
barbarous method of settling banker’s charges caused a great 
waste of Bank Notes. Every banker had to keep by him a 
sufficient amount of bank notes to meet the charges of all his 
neighbours. It was stated in evidence before the House of 
Commons that one Bank alone, was obliged to keep £150,000 in 
Notes for this sole purpose : and if this bank alone was obfiged 
to keep this quantity of notes for this unprofitable purpose, what 
must have been the total amount wasted in this manner by ail 
the banks ? 

About 1775 the inconvenience of sending out to collect these 
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cMrges led a number of the city bankers to organise an excliange 
among themselvesj on a similar plan tO' that already practised by. 
the Edinburgh banks. ; They engaged: 'a "room in which their 
clerks met and exchanged their muttiai claims against each othery 
and paid only the balance in cash, or bank notes. The Bullion 
Report says that in 1810 there were 46 bankers who cleared;' 
and that the average amount of cheques, bills, &c. which passed 
through the Clearing House every day , was ■ about J4, 700, 000, 
■'and that all the balances on this account were settled by nboni : 
£220,000 in Bank Notes. In 1854 the Joint Stock Banks were 
admitted to the clearing house, and in 1864 the Bank of England. 

The mode of doing business is as follows — The bills and 
cheques which each banker holds on the other clearing ba^ks are 
sorted in separate parcels, and at 10*80 a clerk from each bank 
arrives at the Clearing House. He delivers to each of the other 
clerks the obligations he has against his houKse, and receives from 
each clerk the obligations due from his own. When these 
obligations are interchanged, each clerk returns to his own bank. 
The same process is repeated at 2*30. Each bank has till 4*45 
to decide whether it will honour the drafts upon it ; if it does 
not return any drafts upon it before that hour it is held to have 
made itself liable on them to the clearing house. At 4*45 the 
business closes and the accoimts are made up ; and so admirable 
is the system that not a single Bank Note or sovereign is required 
for the settlement of the claims. 

Each clearing bank keeps an account at the Bank of England, 
and the Inspector of the Clearing house also keeps one. Printed 
lists of the clearing banks are made out for each bank, with its 
own name at the head, and the others arc placed in a column in 
alphabetical order below it. On the left side of the names is a 
column headed Debtors,” and on the right side a column 
headed Creditors.” The clerk of the clearing house then makes 
up the accounts between each hank, and the difference only is 
entered in the balance sheet, according as it is debtor or creditor. 
A balance is then struck between the debtor and creditor 
columns, and the paper delivered to the clerk, who takes it back 
to his own hank. The balance then is not paid to, or received 
from, the other bankers as formerly, but it is* settled with the 
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elearing house, wMch keeps aai account itself at. the Bank of 
England. The accounts are settled ' by means ' of a species of 
cheque appropriated to the purpose, called Transfer Tickets » 
They are of two colours, white and green: white,: w 
bank has to pay a balance to the clearing house ; green, when it 
■ has :tO'. receive a balance from it. By this admirable system, 
transactions to the amount' of many millions daily are transferred 
from one bank to another, without -the use of a single 'Baiik.;M‘ote; 
or coin* In the course of- last, year^' Credits to an amount exceed- 
ing £6,000,000,000 were thus interchanged between the clearing 
banks. ■ 

. in moat comitry towns of any ske a similar system of ex- 
changes is organised, and the differences settled by a draft upon 
London: and in i860 a clearing establishment was instituted in 
London for coiiiitr}^ bankers. All these institutions have the 
tendency to constitute, as it were, all the banks in the kingdom 
into one vast banking institution, and to transform the monetary 
business of the country, into mere transfers of Credit, without 
the me of Bank Notes and coin. 
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CHAPTER X. 

BILLS OF EXCHANG-E ACT, 1882. 

Be it enacted by tke Queen’s most Excellent Majesty, by and 
with the advice and consent of the Lords Spiritual and Temporal, 
and Commons, in this present Parliament assembled, andljy the 
authority of the same, as follows : 

PART L 

PRELIMINARY. 

1. This Act may be cited as the Bills of Exchange Act;, 
1882. 

In this Act, unless the context otherwise requires, — 

‘‘ Acceptance ” means an acceptance completed by deli- 
very or notification. 

“ Action ” includes counter claim and set off. 

Banker” includes a body of persons whether incor- 
porated or not who carry on the business of hanking. 
Bankrupt ” includes any person whose estate is vested 
in a trustee or assignee under the law for the time 
being in force relating to bankruptcy. 

^ Bearer ” means the person in possession of a Mil or 
note which is payable to bearer. 

** Bill ” means bill of exchange, and note ” means pro- 
missory note. 

Delivery ” means transfer of possession, actual or con- 
structive, from one person to another. 

Holder ” means the payee or indorsee of a bill or note 
who is in possession of it, or the beater thereof. 
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^•Indorsement” means an indorsement completed by 
delivery. 

Issue ” means the first delivery of a MU or note, com- 
plete in form to a person who takes it as a holder. 
Person ” includes a body of persons whether incor- 
porated or not. 

Value ” means valuable consideration. 
u 'Written ” includes printed, and writing ” include?! 


FAET II. 

BILLS OF EXCHANGE. 

Form and Interpretation, 

S. (i.) A bill of exchange is an unconditional order in 
writing, addressed by one person to another, signed by the per- 
son giving it, requiring the person to whom it is addressed to 
pay on demand or at a fixed or determinable future time a sum 
certain in money to or to the order of a specified person, or to 
bearer. 

(2.) An instrument which does not comply with these con- 
ditions, or which orders any act to be done in addition to the 
payment of money, is not a bill of exchange. 

(3.) An order to pay out of a particular fond is not nn« 
conditional within the meaning of this section ; but an unquali- 
fied order to pay, coupled with (a) an indication of a particular 
fund out of which the drawee is to re-imburse himself or a par- 
ticular account to be debited with the amount, or (Z>) a state- 
ment of the transaction which gives rise to the bill, is iiucon- 

(1.) A bill is not invalid by reason — 

(a) That it is not dated ; 

(h) That it does not specify the value given, or that any value 
has been given therefor j 

(c) That it does not specify the place where it is drawn oi 
;:the:'''pla«e^;where,. It is.p^abie.'.^..,,/' 
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4. (1,) An inland bill is a bill wMcb is or on the face of it 
purports to be (a) both drawn and payable within the British 
Islands, or (5) drawn within the British Islands upon some person 
resident therein. Any other bill is a foreign bill. 

For the purposes of this Act ‘^British Islands’’ mean anj 
part of the United Kingdom of Great Britain and Ireland, the 
islands of Man, Guernsey, Jersey, Alderney, and Sark, and the 
islands adjacent to any of them being part of the dominions ol 
Her Majesty. 

(2.) Unless the contrary appear on the fece of the bill the 
holder may treat it as an inland bill. 

5. (1.) A bill may be drawn payable to, or to the order of^ 
the drawer ; or it may be drawn payable to, or to the o^^der oij 
the drawee. 

(2.) Where in a bill drawer and drawee are the same per- 
son, or where the drawee is a fictitious person or a person not 
having capacity to contract, the holder may treat the instrument, 
at his option, either as a bill of exchange or as a promissory note. 

G. (1.) The drawee must be named or otherwise indicated 
In a bill with reasonable certainty. 

(2.) A bill may be addressed to two or more drawees whether 
they are partners or not, but an order addressed to two drawees 
in the alternative or to two or more drawees in succession is not 
a bill of exchange. 

7. (1.) Where a bill is not payable to bearer, the payee 
must be named or otherwise indicated therein with reasonable 
certainty. 

(2.) A bill may be made payable to two or more payees 
jointly, or it may be made payable in the alternative to one of 
two, or one or some of several payees. A bill may also be 
made payable to the holder of an office ibr the time being. 

(3.) Where the payee is a fictitious or non-existing person 
the bill may be treated as payable to bearer. 

8. (1.) When a bill contains words prohibiting transfer, or 
indicating an intention that it should not be transferable, it is 
valid as between the parties thereto, but is not negotiable. 

(2.) A negotiable bill may be payable either to order or to 
bearar. 
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(S.) A bill is payable to bearer wbicb is expressed to be so 
payable, or on wliich the only or last indoi'sement is an indorse- 
ment in blank. 

(4.) A bill is payable to order which is expressed to be so 
payable, or which is expressed to be payable to a particular per- 
son, and does not contain words proliibiting transfer or indicating 
an intention that it should not be transferable. 

(5.) Where a bill, either originally or by indorsement, is 
expressed to be payable to the order of a specified person, and 
not to him or his order, it is nevertheless payable to him or his 
order at his option. 

9. (1.) The sum payable by a bill is a sum certain within 
the meaning of this Act, although it is required to be paid — 

(a) With interest ; 

(h) By stated instalments ; 

(c) By stated instalments, with a provision that upon default 

in payment of any instalment the whole shall become 
due ; 

(d) According to an indicated rate of exchange or according 

to a rate of exchange to be ascertained as directed by 
the bill. 

(2.) Where the sum payable is expressed in words and also 
in figures, and there is a discrepancy between the two, the sum 
denoted by the words is the amount payable. 

(3.) Where a hill is expressed to be payable with interest, 
unless the instrument otherwise provides, interest runs from 
the date of the bill, and if the bill is undated from the issue 
thereof. 

10. (1.) A bill is payable on demand — 

(a) Which is expressed to be payable on demand, or at sight, 
or on presentation ; or 

(5) In which no time for payment is expressed. 

(2.) Where a bill is accepted or indorsed when it is overdue, 
it shall, as regards the acceptor who so accepts, or any indorser 
who so indorses it, be deemed a bill payable on demand. 

11. A bill is payable at a determinable future time within 
the meaning of this Act which is expressed to be payable — 
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(1.) At a fixed period after date or sight* 

(2.) On or at a fixed period after the occurrence of a specified 
e¥ent which is certain to happen, though the time of happening 
^maj he tmcertain. 

An instrument expressed to be payable on a contingency 
is not a bill, and the happening of the event does not cure the 

■^defect'' ' ■ ■ , , 

12, Where a bill expressed to he payable at a fixed period 
after date is issued undated, or where the acceptance of a bill 
payable at a fixed period after sight is undated, any holder may 
insert therein the true date of issue or acceptance, and the bill 
shall be payable accordingly. 

Provided that (1) where the holder in good faith and by 
mistake inserts a wrong date, and (2) in every case where a 
wrong date is inserted, if the bill subsequently comes into the 
hands of a holder in due course the bill shall not be avoided 
thereby, but shall operate and be payable as if the date so inserted 
had been the true date. 

13, (1.) Where a bill or an acceptance or any indorsement on 
a bhi is dated, the date shall, unless the contrary be proved, be 
deemed to be the true date of the drawing, acceptance, or 
indorsement, as the case may be. 

(2.) A bill is not invalid by reason only that it is ante-dated 
or post-dated, or that it bears date on a Sunday. 

14, Where a bill is not payable on demand the day on which 
it falls due is determined as follows : 

(1,) Three days, called days of grace, are, in every case where 
the bill itself does not otherwise provide, added to the time of 
payment as fixed by the bill, and the bill is due and payable on 
the last day of grace : Provided that — 

(u) When the last day of grace fiiils on Sunday, Christmas 
Day, Good Friday, or a day appointed by Royal 
proclamation as a public fast or thanksgiving day, 
the bill is, except in the case hereinafter provided 
for, due and payable on the preceding business day ; 

(5) When the last day of grace is a bank holiday (other than 
Christmas Day or Good Friday) under the Bank 
Holidays Act. 1871, and Acts amending or extending 
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it, or when the last day of grace is a Sunday and 
the second day of grace Is a Bank Holiday, the bill ia 
due and payable on the succeeding business day. 

(2 ) Where a bill is payable at a fixed period after date, after 
sight, or after the happening of a specified event, the time of 
payment is determined by excluding the day from which the time 
is to begin to ran and by including the day of payment. 

(3.) Where a hill is payable at a fixed period after sight, the 
time begins to run from the date of the acceptance if the bill 
be accepted, and irom the date of noting or protest if the bill 
be noted or protested for non-acceptance, or for non-delivery^ 

(4.) The term “ month ” in a bill means calendar month. 

15* The drawer of a bill and any indorser may insert therein 
the name of a person to whom the holder may resort in case of 
need, that is to say, in case the bill is disbonoured by non- 
acceptance or non-payment. Such person is called the referee 
in case of need. It is in the option of the holder to resort to 
the referee in case of need or not as he may think fit. 

16. The drawer of a bill, and any indorser, may insert 
therein an express stipulation — 

(!•) Negativing or limiting his own liability to the holder ; 

(2.) Waiving as regards himself some or all of the holder’s 
duties, 

17. (1.) The acceptance of a bill is the signification by the 
drawee of his assent to the order of the drawer, 

(2.) An acceptance is invalid unless it complies with the 
following conditions, namely ; 

(a) It must be written on the bill and be signed by the 
drawee. The mere signature of the drawee without 
additional words is sufficient ; 

Q}) It must not express that the drawee will perform his 

* promise by any other means than the payment of money. 

18. A bill may be accepted : 

(1.) Before it has been signed by the drawer, or while other- 
wise incomplete : 

(2.) When it is overdue, or after it has been dishonoured by 
previous refusal k) accept, or by non-payments 

tS 
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(S.) When a 1)111 payable after sight is dislionoiired by non- 
acceptance, and the drawee stibseq-aently accepts it, the holder, 
In the ' absence of any different agreement, is entitled: to^ have 
theVbill of the date of first presentment to the 

drawee for acceptance* , 

19. (1.) An acceptance is either (a) general or (b) qualified® 

(2.) A general acceptance assents without qualification to the 

■'ordernf the drawer. ; A qualified 'acceptance ' 'in express -terias' 
varies the effect of the bill as drawn. 

In particular an acceptance is qualified which is — 

(a) conditional, that is to say, which makes payment by the 
acceptor dependent on the fulfilment of a condition 
therein stated: 

(h) partial, that is to say, an acceptance to pay part only of 
the amount for which the bill is drawn : 

(c) local, that is to say, an acceptance to pay only at a parti- 

cular specified place : 

An acceptance to pay at a particular place is a general accept- 
ance, unless it expressly states that the bill is to be paid there only 
and not elsewhere : 

(d) qualified as to time : 

(e) the acceptance of some one or more of the drawees, but 

not of ail. 

20. (1.) Where a simple signature on a blank stamped paper 
is delivered by the signer in order that it may be converted into 
a bill, it operates as a primi facie authority to fill it up as a com- 
plete bill for any amount the stamp will cover, using the signa • 
ture for that of the drawer, or the acceptor, or an indorser; and, 
in like manner, when a bill is wanting in any material particular, 
the person in possession of it has a prim^ facie authority to fill 
up the omission in any way he thinks fit. 

(2.) In order that any such instrument when completed miay 
be enforceable against any person who became a party thereto 
prior to its completion, it must be filled up within a reasonable 
time, and strictly in accordance with the authority given. 
Reasonable time for this purpose is a question of fact. 

Provided that if any such instrument after completion is nego- 
tiated to a holder in due course it shall be valid and effectual for 
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all purposes in Ms Bands, and he may enforce.it as if it Bad Been: 
filled up within a reasonable time and strictly In accjordance v with ^ 
the autliority gi¥en. 

: 21. (1.) Every contract on a bill, whether It be the draweris,; 
the acceptor’s, or an indorser’s, is incomplete and revocable, 'until 
delivery of the instrument in order to give effect thereto.. 

Provided that where an acceptance is written on a bill, and 
the' drawee gives notice to or according to the directions of the 
person,, entitled to the bill that he has accepted it,, the acceptance., 
then becomes complete and irrevocable. 

(2.) As between immediate parties, and as , regards a remote 
party other than a holder in due course, the delivery-— 

(d) in order to be effectual must be made either by or under 
the authority of the party drawing, accepting, or in- 
dorsing, as the case may be : 

(b) may be shown to have been conditional or for a special 
purpose only, and not for the purpose of transferring 
the property in the bill. 

But if the bill be in the hands of a holder in due course a 
valid delivery of the bill by all parties prior to him so as to 
make them liable to him is conclusively presumed. 

(3.) Where a bill is no longer in the possession of a party 
who has signed it as drawer, acceptor, or indorser, a valid and 
unconditional delivery by him is presumed until the contrary is 
proved® 

Capacity and Authority of PartieB, 

. ' 22. '(!.)' Capacity to incur' liability as a party to a 'bill .is co«.' 
extensive with capacity to Contract- 

Provided that nothing in this section shall enable a corpora- 
tion to make itself liable as drawer, acceptor, or indorser ol' a 
biirunless it is competent to -.it so . to do ' under the law for the 
time being in force relating to corporations. 

(2.) Where a bill is drawn or indorsed by an infant, minor, 
or corporation having no capacity or power to incur liability on a 
bill, the drawing or indorsement entitles the holder to receive pay- 
ment of the bill, ^nd to enforce it against any other paiij thereto. 
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23. No person is liable as drawer, indorser, or acceptor of a 
bill who has not signed it as snch: Provided that 

(1.) Where a person signs a bill in a trade or assumed name, 
be is liable thereon as if be bad signed it in his own name ; 

(2.) The signature of the name of a firm is equivalent to the 
signature by the person so signing of the names of all persons 
.liable, as partners in that Erm. 

24. Subject to the provisions of this Act, where a signature 
on a bill is forged or placed thereon without the authority of the 
person whose signature it purports to be, the forged or im- 
authorised signature is wholly inoperative, and no right to retain 
the bill or to give a discharge therefor or to enforce payment 
fchei’cof against any party thereto can be acquired through or 
under that signature, unless the party against whom it is sought 
to retain or enforce payment of the bill is prechided from setting 
up the forgery or want of authorily. 

Provided that nothing in this section shall affect the ratifica- 
tion of an unauthorised signature not amounting to a forgery. 

25. A signature by procuration operates as notice that the 
agent has but a limited authority to sign, and the principal is 
only bound by such signature if the agent in so signing was 
acting within the actual limits of his authority, 

26. (1.) Where a person signs a bill as drawer, indorser, or 
acceptor, and adds words to his signature, indicating that he signs 
for or on behalf of a principal, or in a representative cliaracter, 
he is not personally liable thereon ; but the mere addition to his 
signature of words describing him as an agent, or as filling a re- 
presentative character, does not exempt him from personal liability. 

(2.) In determining whether a signature on a bill is that of 
the principal or that of the agent by whose hand it is written, 
the construction most favourable to the validity of the instru- 
ment shall be adopted. 

The Consideration for a BtlL 

27. (1.) Valuable consideration for a bill may be constituted 
by,— 

(a) Any consideration sufficient to support a simple contract | 
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(B) An antecedent debt or liability. Such a debt or 
liability is deemed valuable consideration whether the 
bill is payable on demand or at a future time, 

: (2.) Where value has at any time been given for a;, bill' the 
.holder is deemed to be a holder for value as regards 'the aecepor 
and all parties to the Mil who became parties prior to such time. 

(3.) Whe!*e the holder of a bill has a lien on it, arising either 
from contract or by implication of law, he is deemed to be s 
holder for value to the extent of the sum tor which he has a lien. 

28. (1.) An accommodation party to a bill is a person who 
has signed a bill as drawer, acceptor, or indorser, without 
receiving value therefor, and for the purpose of lending his 
name *to some other person. 

(2.) An accommodation party is liable on the bill to a holder 
for value ; and it is immaterial whether, when such holder took 
the bill, he knew such party to be an accommodation party or not. 

29. (1.) A holder in due course is a holder who has taken a 
bill, complete and regular on the face of it, mider the following 
conditions, namely — 

(a) That he became the holder of it before it was overdue, 
and without notice that it had been previously dis* 
honoured, if such was the fact ; 

(5) That he took the bill in good faith and for value, and 
that at the time the bill %vas negotiated to him he 
had no notice of any defect in the title of the person 
who negotiated it* 

(2.) In particular the title of a person who negotiates a bill 
is defective within the meaning of this Act when he obtained 
the bill, or the acceptance thereof, by fraud, duress, or force and 
fear, or other unlawful means, or for an illegal consideration, or 
when he negotiates it in breach of faith, or under such circum- 
stances as amount to a fraud. 

(3.) A holder (whether for value or not), who derives his 
title to a bill through a holder in due course, and who is not 
himself a party to any fraud or illegality affecting it, has ail the 
rights of that holder in due course as regards the acceptor and 
all parties to the^bill prior to that holder. 
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SO. (1.) Every party whose signature appears on a bill is 
prmia facie deemed to have become a party thereto for value. 

(2.) Every holder of a bill is primi facie deemed to be a 
holder in due course ; but if in an action on a bill it is admitted 
or proved that the acceptance, issue, or subsequent negotiation 
of the bill is aifected with fraud, duress, or fdrce and fear, or 
illegality, the burden of proof is shifted, unless and until the 
holder proves that, subsequent to the alleged fraud or illegality, 
value has in good faith been given for the bill. 

Negotiation of Bills. 

31. (1.) A bill is negotiated when it is transferred from one 
person to another in such a manner as to constitute the transferee 
the holder of the bill. 

(2.) A bill payable to bearer is negotiated by delivery, 

(3.) A bill payable to order is negotiated by the indorse- 
ment of the holder completed by delivery. 

(4.) Where the holder of a bill payable to his order transfers 
it for value without indorsing it, the transfer gives the transferee 
such title as the transferor had in the bill, and the transferee 
in addition acquires the right to have the indorsement of the 
transferor. 

(5.) Where any person is under obligation to indorse a bill 
in a representative capacity, he may indorse the bill in such 
terms as to negative personal liability. 

32. An indorsement in order to operate as a negotiation 
must comply with the following conditions, namely : 

(1.) It must be written on the bill itself and be signed by 
the indorser. The simple signature of the indorser on the bill, 
without additional words, is suMcient. 

An indorsement written on an allonge, or on a “ copy of a 
bill issued or negotiated in a country where copies*^ ^are 
recognised, is deemed to be written on the bill itself. 

(2.) It must be an indorsement of the entire bill. A partial 
indorsement, that is to say, an indorsement which purports to 
transfer to the indorsee a part only of the amount payable, or 
which purports to transfer the bill to two or more indorsees 
^verally, does not operate as a negotiation of the bilL 
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' ; is payable to tbe order of two or more 

payees or indoi'sees wbo are not partners all must indorse, iinlesa 
tlie one indorsing has antbority to indorse for tbe others. 

(4.) Where, in a bill payable to order, the payee or indorsee 
is wrongly designated, or his name is mis-spelt, he may indorse 
the bill as therein described, adding, if he think fit, liis proper 
■signature. " 

(5.) Where there are ' two or -.more indorsements on.' a bill,; 
each indorsement is deemed to have been made in the order in 
which it appears on the bill, until the contrary is proved. 

(6.) An indorsement may be made in blank or special. It 
may also contain terms making it restrictive. 

33. ^ Where a bill purports to be indorsed conditionally, the 
condition may be disregarded by the payer, and payment to the 
indorsee is valid whether the condition has been ful filled or not. 

34. (1.) An indorsement in blank specides no indorsee, and 
a bill so indorsed becomes payable to bearer, 

(2.) A special indorsement specifies the person to whom, or 
to whose order, the bill is to be payable. 

(3.) The provisions of this Act relating to a payee apply 
with the necessary modifications to an indorsee under a special 
indorsement. 

(4.) When a bill has been indorsed in blank, any holder may 
convert the blank indorsement into a special indorsement by 
writing above tbe indorser’s signature a direction to pay the bill 
to or to the order of himself or some other person. 

35. (1.) An indorsement is restrictive which prohibits the 
further negotiation of the bill or which expresses that it is a 
mere authority to deal with the bill as thereby directed and not 
a transfer of the ownei-ship thereof, as, for example, if a bill be 
indorsed “ Pay B. only,” or Pay D, for the account of X.,” or 

Pay D, or order for collection.” 

(^.) A restrictive indorsement gives tbe indorsee the right to 
receive payment of the bill and to sue any party thereto that his 
indorser could have sued, but gives him no power to transfer his 
rights as indorsee unless it expressly authorises him to do so. 

(3.) Where a restrictive indoi'sement authorises further 
transfer, all subsequent indorsees take the bill with the same 
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riglits and subject to the same liabilities as tbe first indorsee 
under the restrictive indorsement. 

86. (1.) Where a bill is negotiable in its origin it continues 
to be negotiable until it has been (a) restrictively indorsed oi 
(^) discharged by payment or otherwise. 

(2.) Where an overdue bill is negotiated, it can only be 
negotiated subject to any defect of title affecting it at its 
maturity, and thenceforward no person who takes it can acquire 
or give a better title than that which the person from whom he 
took it had. 

(8.) A bill payable on demand is deemed to be overdue 
within the meaning and for the purposes, of this section, when 
it appears on the face of it to have been in circulation for an 
unreasonable lengtli of time. What is an unreasonable length 
of time for this purpose is a question of fact. 

(4.) Except where an indorsement bears date after tlie 
maturity of tke bill, every negotiation is prim0, facie deemed to 
have been effected before the bill was overdue. 

(5.) Where a bill which is not overdue has been dishonoured 
any person who takes it with notice of the dishonour takes it 
subject to any defect of title attaching thereto at the time of 
dislionour, but nothing in tliis sub-section shall affect the rights 
of a holder in due course. 

87. Where a bill is negotiated bade to tlie drawer, or to a 
prior indorser or to the acceptor, such party may, subject to the 
provisions of this Act, re-issue and ftirther negotiate the bill, 
but he is not entitled to enforce payment of the bill against any 
intervening party to whom he was previously liable. 

38. The rights and powers of the holder of a bill are as 
follows : 

(1.) He may sue on the bill in his own name s 

(2.) Where he is a holder in due course, he holds the bill 
free from any defect of title of prior parties, as well as from" mere 
personal defences available to prior parties among themselves, 
and may enforce payment against all parties liable on the 
bih: 

(8.) Where his title is defective (a) if he negotiates the bill 
to a holder in due course, that holder obtains %good and complete 
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title to tlie bill, and (5) if be obtains payment of tbe bill tbe 
person wlio pays Mm in due course gets a valid discharge for 

General duties of the Holder. 

39 . ( 1 ). Where a bill is payable after sight, presentment for 
acceptance is necessary in order to fix the maturity of the instru- 

(2.) Where a bill expressly stipulates that it shall be pre- 
sented for acceptance, or where a bill is drawn payable elsewhere 
than at the residence or place of business of tlie drawee, it must 
be presented for acceptance before it can be presented for 
payment;. 

(3.) In no other case is presentment for acceptance necessary 
in order to render liable any party to the bill. 

(4.) Where tbe holder of a bill, drawn payable elsewhere 
than at the place of business or residence of the drawee, has not 
time, with the exercise of reasonable diligence, to present the 
bill for acceptance before presenting it for payment on the day 
that it falls due, the delay caused by presenting the bill for 
acceptance before presenting it for payment is excused, and does 
not discharge the drawer and indorsers. 

40. (1.) Subject to the provisions of this Act, when a bill 
payable after sight is negotiated, the holder must either present it 
for acceptance or negotiate it within a reasonable time. 

(2.) If he do not do so, the drawer and all indorsors prior to 
that holder are discharged. 

(8.) In determining what is a reasonable time within the 
meaning of this section, regard shall be had to the nature of 
the bill, the usage of trade with respect to similar b.lis, and the 
facts of the particular case. 

41. (1.) A bill is duly presented for acceptance which is 
presented in accordance with the following rules : 

(a) The presentment must be made by or on behalf of the 
holder to the drawee or to some person authorised to 
accept or refuse acceptance on his behalf at a reason^ 
able hour on a business day and before the bill is 
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(h) W^liere a bill is addressed to two or more drawees,' wbo 
are not partners, presentment must be made to them 
all, unless one has antbority to accept for all, then 
presentment may be made to him only : 

(c) Where the drawee is dead, presentment may be made to 
his personal representative s 

{d) Where the drawee is bankrupt, presentment may be 
made to him. or to his trustee : 

{e) Where authorised by agreement or usage, a presentment 
through the post-office is sufficient* 

(2.) Presentment in accordance with these rules is excused, 
and a bill may be treated as dishonoured by non-acceptance— 

(a) Where the drawee is dead or bankrupt, or is a fictitious 
person or a person not having capacity to contract by 
bill: 

(5) Where, after the exercise of reasonable diligence, such 
presentment cannot be effected : 

(c) Where although the presentment has been irregular, 
acceptance has been refused on some other ground. 

(3.) The fact that the holder has reason to believe that the 
bill, on presentment, will be dishonoured does not excuse pre- 
sentment. 

42. (1.) When a bill is duly presented for acceptance and is 
not accepted within the customary time, the person presenting it 
must treat it as dishonoured by non-acceptance. If he do not, 
the holder shall lose his right of recourse against the drawer and 
indorsers. 

43. (1.) A bill is dishonoured by non-acceptance — 

(a) When it is duly presented for acceptance, and such an 
acceptance as is prescribed by this Act is refused or 
cannot be obtained ; or 

(h) When presentment for acceptance is excused and the MU 
is not accepted* 

(2.) Subject to the provisions of' this Act, when a bill is dis-^ 
honoured by non-acceptance^ an immediate right of recourse 
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against tlse drawer and indorsers accraes to tlie liolder/ and no: 
presentment for payment is necessary. 

44. (1.) The holder of a bill may refuse to take" a qualified 
acceptance,' and if 'he does not obtain an unqualified acceptance 
may treat the bil as dishonoured by non-acceptance. 

(2.) Where a qualified acceptance is taken, and the drawer 
"or an indorser has not expressly or impliedly authorised the 
holder to take a qualified acceptance, or does not subsequently 
assent thereto, such drawer or indorser is discharged from his 
liability on the bill. 

The provisions of this sub-section do not apply to a partial 
acceptance whereof due notice has been given. Where a foreign 
bill has.been accepted as to part, it must be protested as to the 
balance. 

(3.) When the drawer or indorser of a bill receives notice of 
a qualified acceptance, and does not within a reasonable time 
express his dissent to the holder, he shall be deemed to have 
assented thereto. 

45, Subject to the provisions of this Act, a bill must be duly 
presented for payment. If it be not so presented, the drawer 
and indorsers shall be discharged. 

A bill is duly presented for payment which is presented in 
accordance with the following rules : 

(1.) Where the bill is not payable on demand, presentment 
must be made on the day it falls due. 

(2.) Where the bill is payable on demand, then, subject to 
the provisions of tliis Act, presentment must be made within a 
reasonable time after its issue in order to render the drawer 
liable, and within a reasonable time after its indorsement in 
order to render the indorser liable. 

In determining what is a reasonable time, regard shall be 
had to the nature of the bill, the usage of trade with regard to 
similar bills, and the facts of the particular case. 

(3.) Presentment must be made by the holder or by some 
person authorised to receive payment on his behalf at a reason- 
able hour on a business day, at the proper place as hereinafter 
defined, either to tlie person designated by the bill as payer, or 
to ,some person §,uthorised to pay or refuse payment on his 
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behalf, if, with the exercise of reasoBable diligence, such person 
can there be found. 

(4.) A bill is presented at the proper place : 

(a) Where a place of payment is specified in the bill and the 
bill is there presented : 

(h) Where no place of payment is specified, but the address 
of the drawee or acceptor is given in the bill, and the 
bill is there presented : 

(c) Where no place of payment is specified and no address 

given, and the bill is presented at the drawee’s or 
acceptor’s place of business if known, and if not, at 
bis ordinary residence if known : 

(d) In any other case, if presented to the drawee or acceptor 

wherever he can be found, or if presented at his last 
known place of business or residence. 

(5.) Where a bill is presented at the proper place, and after 
the exercise of reasonable diligence, no person authorised to pay 
or refuse payment can be found there, no Ihrther presentment 
to the drawee or acceptor is required. 

(6.) Where a bill is drawn upon or accepted by two or more 
persons who are not partners, and no place of payment is 
specified, presentment must be made to them all. 

(7.) Where the drawee or acceptor of a bill is dead, and no 
place of payment is specified, presentment must be made to a 
personal representative, if such there be, and with the exercise of 
reasonable diligence he can be found. 

(8.) Where authorised by agreement or usage, a presentment 
through the post-office is sufficient. 

40. (1.) Delay in making presentment for payment is ex- 
cused when the delay is caused by circumstances beyond the 
control of the holder, and not imputable to his default, mis- 
conduct, or negligence. When the cause of delay ceases to 
operate, presentment must be made with reasonable diligence. 

(2.) Presentment for payment is dispensed with — 

(a) Where, after the exercise of reasonable diligence present- 
ment, as required by this Act, cannot be effected : 

The fact that the holder has reason to believe that the bill 
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will, on presentment, be disbonotired, does not dispense with 
tbe necessity for presentment : 

{h) Where the drawee is a fictitious person : 

(c) As regards the drawer, where the drawee or acceptor is 

not bound, as between himself and the drawer, to 
accept or pay the bill, and the drawer has no reason to 
believe that the bill would be paid if presented : 

(d) As regards an indorser, where the bill was accepted 

or made for the accommodation of that indorser, and 
he has no reason to expect that the bill would be paid 
if presented ; 

(e) By waiver of presentment, expressed or implied. 

•■■■■■,■ 

47. (1.) A bill is dishonoured by non-payment (a) when it 
is duly presented for payment and payment is refused or cannot 
be obtained, or (5) when presentment is excused and the bill is 
overdue and unpaid. 

(2.) Subject to the provisions of this Act, when a bill is 
dishonoured by non-payment, an immediate right of recourse 
against the drawer and indorsers accrues to the holder. 

48. Subject to the provisions of this Act, when a bill has been 
dishonoured by non-acceptance or by non-payment, notice of 
dishonour must be given to the drawer and each indorser, and 
any drawer or indorser to whom such notice is not given is dis- 
charged; Provided that — 

(1.) Where a bill is dishonoured by non-acceptance, and 
notice of dishonour is not given, the rights of a holder in due 
course subsequent to the omission shall not be prejudiced by the 

omission. 

(2.) Where a bill is dishonoured by non-acceptance, and due 
notice of dishonour is given, it shall not be necessary to give 
notice of a subsequent dishonour by non-payment unless the bill 
shairin the meantime have been accepted. 

49. Notice of dishonour in order to be valid and effectual 
must be given in accordance with the following rules : 

(i.) The notice must be given by or on behalf of the holder, 
or by or on behalf of an indorser who, at the time of giving 
It, is himself liable on the bill. 
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(2.) Notice of dishonour may be given by any agent either 
in his own name or in the name of any party entitled to give 
notice, whether that party be his principal or not. 

(3.) Where the notice is given by or on behalf of the holder, 
it enures for the benefit of all subsequent holders and all prior 
indorsers, who have a right of recourse against the party to whom 
it is given. 

(4.) Where notice is given by or on behalf of an indorser 
entitled to give notice as herein-before provided, it enures tor 
the benefit of the holder and all indorsers subsequent to the 
party to whom notice is given. 

(5.) The notice may be given in writing or by personal com- 
munication, and may be given in any terms which sufficiently 
identify the bill and intimate that the bill has been dishoisoured 
by non-acceptance or non-payment. 

(6.) The return of a dishonoured bill to the drawer or an 
indorser is, in point of form, deemed a sufficient notice of dis- 
honour. 

(7.) A written notice need not be signed, and an insufficient 
written notice may be supplemented and validated by verbal 
communication. A misdescription of the bill shall not vitiate 
the notice unless the party to whom the notice is given is in fact 
misled thereby. 

(8.) Where notice of dishonour is required to be given to any 
person, it may be given either to the party himself, or to his agent 
in that behalf. 

(9.) Where the draw'er or indorser is dead, and the party 
giving notice knows it, the notice must be given to a personal 
representative, if such there be, and with the e^cercise of reason- 
able diligence he can be found. 

(10.) Where the drawer or indorser is bankrapt, notice may 
be given either to the party himself or to the trustee. 

(11.) Where there are two or more drawers or indorsers who 
are not partners, notice must be given to each of tliem, unless 
one of them has authority to receive such notice for the others. 

(12.) The notice may be given as soon as the bill is dis» 
honoured and must be given within a reasonable time there- 
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In tlie absence of special circumstances notice is not deemed 
to have been given within a reasonable time, unless — 

(a) Where the person giving and the person to receive notice 
reside in the same place, the notice is given or sent off 
in time to reach the latter on the day after the dis- 
honour of the bill : 

(^) Where the person giving and the person to receive notice 
reside in different places, the notice is sent off" on the 
day after the dishonour of the bill, if there be a post 
at a convenient hour on that day, and if there be no 
such post on that day, then by the next post thereafter* 

(l3f) Where a bill when dishonoured is in the hands of an 
agent, lie may either himself give notice to the parties liable on 
the bill, or he may give notice to his principal. If he give notice 
to his i>rincipal, he must do so within the same time as if he 
were the holder, and the principal upon receipt of such notice 
has himself the same time tor giving notice as if the agent had 
been an independent holder. 

(14.) Where a party to a bill receives due notice of dis- 
honour, he has after the receipt of such notice the same period 
of time for giving notice to antecedent parties that the holder has 
after the dishonour. 

(15.) Where a notice of dishonour is duly addressed and 
posted, the sender is deemed to have given due notice of dis- 
honour, notwithstanding any miscarriage by the post-office. 

50. (1.) Delay in giving notice of dishonoitr is excused where 
the delay is caused by circumstances beyond the control of the 
party giving notice, and not imputable to his default, misconduct, 
or negligence. When the cause of delay ceases to operate, the 
notice must be given with reasonable diligence. 

(2.) Notice of dishonour is dispensed with-— 

(a) When, after the exercise of reasonable diligence, notice 
as required by this Act cannot be given to or does not 
reach the drawer or indorser sought to be charged : 

(if) By waiver express or implied : notice of dishonour may 
tie waived before the time of giving notice has arrived, 
or after the omission to give due notice : 
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(c) As regards the drawer, in the following cases, namely, 

(1) where drawer and drawee are the same person, (2) 
where the drawee is a fictitions person or a person not 
having capacity to contract, (8) where tl^e drawer is 
the person to whom the bill is presented for payment, 
(4) where the drawee or acceptor is as between him- 
self and the drawer under no obligation to accept or 
pay the bill, (5) where the drawer has countermanded 
payment : 

(d) As regards the indorser, in the following cases, namely, 

(1) where the drawee is a fictitious person or a person 
not having capacity to contract and the indorser was 
a'ware of the fact at the time he indorsed the bill, (2) 
where the indorser is the person to whom the bill is 
presented for payment, (3) where the bill was accepted 
or made for his accommodation. 

51. (1.) Where an inland bill has been dishonoured, it may, 
if the holder think fit, be noted for non-acceptance or non-pay- 
ment, as the case may be ; but it shall not be necessary to note 
or protest any such bill in order to preserve the recourse against 
the drawer or indorser. 

(2.) Where a foreign bill, appearing on the face of it to be 
such, has been dishonoured by non-acceptance, it must be duly 
protested for non-acceptance, and where such a bill, which has 
not been previously dishonoured by non-acceptance, is dis- 
honoured by non-payment, it must be duly protested for non- 
payment. If it be not so protested, the drawer and indorsers 
are discharged. Where a bill does not appear on the face of 
it to be a foreign bill, protest thereof in case of dishonour is 
unnecessary. 

(3.) A bill which has been protested for non-acceptance may 
be subsequently protested for non-payment 

(4.) Subject to the provisions of this Act, when a bill is 
noted or protested, it must be noted on the day of its dishonour. 
When a bill has been duly noted, the protest may be subse- 
quently extended as of the date of the noting. 

(5.) Where the acceptor of a bill becomes bankrupt or .m- 
eolvent or suspends payment before it mature^ the holder may 
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cause the bill to be protested Ibr better security against the 
drawer and indorsers, 

(6.) A bill must be protested at the place where it is dis- 
honoured; Provided that — 

(a) When a bill is presented through the post-office, and 

returned by post dishonoured, it may be protested at 
the place to which it is returned and on the day of its 
return if received during business hours, and if not 
received during business hours, then not later than 
the next business day : 

(b) When a bill drawn payable at the place of business or 

residence of some person other than the drawee, has 
been dishonoured by non-acceptance, it must be pro- 
tested for non-payment at the place where it is ex- 
pressed to be payable, and no further presentment for 
payment to, or demand on, the drawee is necessary. 

(7.) A protest must contain a copy of the bill, and must be 
signed by the notary making it, and must specify — 

(a) The person at whose request the bill is protested ; 

{h) The place and date of protest, the cause or reason for 
protesting the bill, the demand made, and the answer 
given, if any, or the fact that the drawee or acceptor 
could not be found, 

(8.) Where a bill is lost or destroyed, or is wrongly detained 
from the person entitled to hold it, protest may be made on a 
copy or written particulars thereof, 

(9.) Protest is dispensed with by any circumstance which 
would dispense with notice of dishonour. Delay in noting or 
protesting is excused when the delay is caused by circumstances 
beyond the control of the holder, and not imputable to his de- 
fault, misconduct, or negligence. When the cause of delay ceases 
to operate, the bill must be noted or protested with reasonable 
diligence. 

52. (L) When a bill is accepted generally, presentment for 
payment is not necessary in order to render the acceptor liable. 

(2,) When by, the terms of a qualified acceptance presentment 
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for payment is required, the acceptor, in the absence of an express 
stipuiation to that effect, is not discharged by the omission to 
present the bill for payment on the day that it matures. 

(3.) In order to render the acceptor of a bill liable it is not 
necessary to protest it, or that notic-e of dishonour should be given 
to him. 

(4.) Where the holder of a bill presents it for payment, he 
shall exhibit the bill to the person from wliom he demands pay- 
ment, and when a bill is paid the holder shall forthwith deliver 
it up to the i^arty paying it. 

Liabilities of Parties, 

53. (1.) A bill, of itself, does not operate as an assignment 
of funds in the hands of the drawee available for the payment 
thereof, and the drawee of a bill who does not accept as required 
by this Act is not liable on the instrument. This sub-section 
shall not extend to Scotland. 

(2.) In Scotland, where the drawee of a bill has in his hands 
funds available for the payment thereof, the bill operates as an 
assignment of the sum for which it is drawm in favour of the 
holder, from the time when the bill is presented to the drawee. 

64. The acceptor of a bill, by accepting it — 

(1.) Engages that he will pay it according to the tenor of his 
acceptance : 

(2.) Is precluded from denying to a holder in due course: 

{a) The existence of the drawer, the genuineness of his signa- 
ture, and his capacity and authority to draw the hill ; 

(h) In the case of a bill payable to drawer’s order, the then 
capacity of the drawer to indorse, but not the genuine- 
ness or validity of his indorsement ; 

(c) In the case of a bill payable to the order of a third per- 
son, the existence of the payee and his then ca|>acity 
to indorse, but not the genuineness or validity of his 
indorsement. 

55. (1.) The drawer of a bill by drawing it — 

(a) Engages that on due presentment it shall be accepted and 
paid ac;5ording to its tenor, and that if it be dis- 
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honoured he will compensate the holder or any indorse! 
who is compelled to pay it, provided that the requisite 
proceedings on dishonour be duly taken; 

(b) Is precluded from denying to a holder in due course the 
existence of the payee and bis then capacity to indorse. 

(2.) The indorser of a bill by indorsing it — 

{a} Engages that on due presentment it shall be accepted 
and paid according to its tenor, and that if it be dis- 
honoured he will compensate the holder or a subse- 
quent indorser who is compelled to pay it, provided 
that the requisite proceedings on dishonour be duly 
taken; 

(b) Is precluded from denying to a holder in due course the 

genuineness and regularity in ail respects of the 
drawer’s signature and all previous indorsements ; 

(c) Is precluded from denying to his immediate or a subse-* 

quent indorsee that the bill was at the time of his 
indorsement a valid and subsisting bill, and that he 
had then a good title thereto, 

66. Whore a person signs a bill otherwise than as drawer or 
acceptor, be thereby incurs the liabilities of an indorser to a 
holder in due course. 

57. Where a bill is dishonoured, the measure of damages, 
which shall be deemed to be liquidated damages, shall be as 
follows : 

(1.) The holder may recover from any party liable on the 
bill, and the drawer who has been compelled to pay the bill may 
recover from the acceptor, and an indorser who has been com- 
pelled to pay the bill may recover from the acceptor or from the 
drawer, or from a prior indorser-— 

ia) The amount of the bill ; 

(b) Interest thereon from the time of presentment for pay- 
ment if the bill is payable on demand, and from the 
maturity of the bill in any other case : 

(e) The expenses of noting, or, when protest is necessary 
and the protest has been extended, the expenses ol 
protests 
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(2.) In the case of a bill wMch 1ms been dishonoured abroadj 
in lieu of the above damages, the holder may recover from the 
drawer or an indorser, and the drawer or an indorser who has 
been compelled to pay the bill may recover from anj; party liable 
to him the amonnt of the re-exchange with interest thereon 
until the time of payment. 

(3.) Where by this Act interest may be recovered as damages, 
such interest may, if justice require it, be withheld wholly or in 
part, and where a bill is expressed to be payable with interest 
at a given rate, interest as damages may or may not be given at 
the same rate as interest proper. 

58, (1.) Where the holder of a bill payable to bearer nego- 
tiates it by delivery without indorsing it, he is called a ^ trans- 
feror by delivery.” 

(2.) A transferor by delivery is not liable on the instru- 
ment. 

(3.) A transferor by delivery who negotiates a bill thereby 
warrants to his immediate transferee, being a holder for value, 
that the bill is what it purports to be, that he has a right to 
transfer it, and that at the time of transfer he is not aware of any 
fact which renders it valueless. 

Discharge of Bill. 

59. (1.) A bill is discharged by payment in due course by 
or on behalf of the drawee or acceptor. 

“Payment indue course” means payment made at or 
after the maturity of the bill to the holder thereof in 
good faith and without notice that his title to the bill 
is defective. 

(2.) Subject to the provisions hereinafter contained, when 
a bill is paid by the drawer or an indorser it is not discharged ; 
but 

(a) Where a bill payable to, or to the order of, a third 
party is paid by the drawer, the drawer may enforce 
payment thereof against the acceptor, but may not 
re-issue 'the bill I 
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(^) Where a bill is paid by an indorser, or where a bill pay- 
able to drawer’s order is paid by the drawer, the 
party paying it is remitted to his former rights as 
regards the acceptor or antecedent parties, and he majr, 
ir he think fit, strike out his own and subsequent 
indorsements, and again negotiate the bill. 

(B.) Where an accommodation bill is paid in due course hy 
the party accommodated, the bill is discharged. 

60. When a bill payable to order on demand is drawn on a 
banker, and the banker on whom it is drawn pays the bill in 
good faith and in the ordinary course of business, it is not in- 
cumbent on the banker to show that the indorsement of the 
payee, or any subsequent indorsement was made by or under the 
authority of the person whose indorsement it purports to be, 
and the banker is deemed to have paid the bill in due course, 
although such indorsement has been forged or made without 
authority. 

61. When the acceptor of a bill is or becomes the holder 
of it at or after its maturity, in his own right, the bill is dis* 
charged. 

62. (1.) When the holder of a bill at or after its maturity 
absolutely and unconditionally renounces his rights against the 
acceptor, the bill is discharged. 

The renunciation must be in writing, unless the bill is deli- 
vered up to the acceptor. 

(2.) The liabilities of any party to a bill may in like manner 
foe renounced by the holder before, at, or after its maturity ; but 
nothing in this section shall afiPect the rights of a holder in due 
course without notice of the renunciation. 

63. (1.) Where a bill is intentionally cancelled by the holder 
or his agent, and the cancellation is apparent thereon, the bill is 
discharged. 

(2.) In like matter any party liable on a bill may be dis- 
charged by the intentional cancellation of his signature by the 
holder or his agent. In such case any indorser who would have 
had a right of recourse against the party whose signature is 
cancelled, is also discharged. 

(3.) A canoellation made unintentionally, or under a mistake. 
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01 - without the authority of the holder, is inoperative ; but wher^ 
a bill or any signature thereon appears to have been cancelled, 
the burden of proof lies on the party who alleges that the can- 
cellation was made unintentionally, or under a mistake, or 
without authority. 

64. (i.) Where a bill or acceptance is materially altered 
without the assent of all parties liable on the bill, the bill is 
avoided except as against a party who has himself made, autho- 
rised, or assented to the alteration, and subsequent indorsers : 

Provided that, 

Where a bill has been materially altered, but the alteration 
is not apparent, and the bill is in the hands of a holder in due 
course, such holder may avail himself of the bill as if it hjgid not 
been altered, and may enforce payment of it according to its 
original tenor. 

(2.) In particular the following alterations are material, 
namely, any alteration of the date, the sum payable, the time of 
payment, the place of payment, and, where a bill has been 
accepted generally, the addition of a place of payment without 
the acceptor’s assent. 

Acceptance and Payment for Honour. 

65. (1.) Where a bill of exchange has been protested for 
dishonour by non-acceptance, or protested for better security, 
and is not overdue, any person, not being a party already liable 
thereon, may, with the consent of the holder, intervene and 
accept the bill supra protest, for the honour of any party liable 
thereon, or for the honour of the person for whose account the 
bill is drawn. 

(2.) A bill may be accepted for honour for part only of the 
gum for which it is drawn. 

(8.) An acceptance for honour supra protest in order to^ be 
?alid must — 

(a) be written on the bill, and indicate that it is an accept- 
ance for honour : 

(5) be signed by the acceptor for honour. 

(4.) Where an^ acceptance honour dops not expressly 
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State for whose hononr it is made, it is deemed to be'an dccepir 
ance for the honour of the drawer. 

(5.) Where a bill payable after sight is accepted for honour, 
its maturity is calculated from the date of the noting for non- 
acceptance, and not from the date of the acceptance for honour. 

66. (1.) The acceptor for honour of a bill by accepting it 
engages that he will, on due presentment, pay the bill according 
to the tenor of his acceptance, if it is not paid by the drawee, 
j>rovided it has been duly presented for payment, and protested 
for non-payment, and that he receives notice of these facts. 

(2.) The acceptor for honour is liable to the holder and to 
all parties to the bill subsequent to the party for whose honour 
he has accepted, 

67. (1.) Where a dishonoured bill has been accepted for 
honour supr^ protest, or contains a reference in case of need, it 
must be protested for non-payment before it is presented for 
payment to the acceptor for honour or referee in case of need. 

(2.) Where the address of the acceptor for honour is in the 
same place where the bill is protested for non-payment, the bill 
must be presented to him not later than the day following its 
maturity ; and where the address of the acceptor for honour is 
in some place other than the place where is was protested for 
non-payment, the bill must be forwarded not later than the day 
following its maturity for presentment to him. 

(8.) Delay in presentment or non-presentment is excused 
by any circumstance which would excuse delay in presentment 
for payment or non-presentment for payment. 

(4.) When a bill of exchange is dishonoured by the acceptor 
for honour it must be protested for non-payment by him. 

68 (1.) Where a bill has been protested for non-payment, 
any person may intervene and pay it auprk protest for the honour 
of any party liable thereon, or for the honour of the person for 
whose account the bill is drawn, 

(2.) Where two or more persons offer to pay a bill for the 
honour of different parties, the person whose payment will 
discharge most parties to the bill shall have the preference. 

(3.) Payment for honour supri^ protest, in order to operate 
as such and not a mere voluntary payment must be attested 
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hj a Botarial act of honour, whici may be appended to the 
protest or form an extension of it, 

(4.) The notarial act of honour must be founded on a 
declaration made by the payer for honour, or his agent in that 
behalf, declaring his intention to pay the bill for '"honour, and 
for whose honour he pays. 

(5.) Where a bill has been paid for honour, all parties sub- 
sequent to the party for whose honour it is paid are discharged, 
but the payer for honour is subrogated for, and succeeds to both 
the rights and duties of, the holder, as regards the party for whose 
honour he pays and all parties liable to that party. 

(6.) The payer for honour, on paying to the holder the 
amount of the bill and the notarial expenses incidental to its 
dislionour, is entitled to receive both the bill itself and the pro- 
test. If the holder do not on demand deliver them up, he shall 
be liable to the payer for honour in damages. 

(7.) Where the holder of a bill refuses to receive payment 
suprk protest, he shall lose his right of recourse against any party 
who would have been discharged by such payment. 

Lost Instruments. 

69. Where a bill has been lost before it is overdue, the person 
who was the holder of it may apply to the drawer to give him 
another bill of the same tenor, giving security to the drawer if 
required to indemnify him against all persons whatever in case 
the bill alleged to have been lost shall be found again. 

If the drawer on request as aforesaid refuses to give such 
duplicate bill, he may be compelled to do so. 

70. In any action or proceeding upon a bill, the court or a 
judge may order that the loss of the instrument shall not be set 
up, provided an indemnity be given to the satisfaction of the 
court or judge against the claims o£ any other person upon^ the 
instrument in question. 

BtU in a Set 

71. (L) Where a bill is drawn in a set, each part, of the set 
being numbered, and containing a reference to the other parts, 
the whole of the p^rts constitute one bill. 
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(2.) Where the holder of a set indorses two or more parts 
to different persons, he is liable on every such part, and every 
indorser subsequent to him. is liable on the part he has himself 
indorsed as if the said parts were separate bills. 

(S.) Where two or more parts of a set are negotiated to 
different holders in due course, the holder whose title first 
accrues is as between such holders deemed the true owner of the 
bill ; but nothing in this sub-section shall affect the rights of a 
person who in due course accepts or pays the part first presented 
to him. 

(4.) The acceptance may be written on any part, and it must 
be written on one part only. 

If 4he drawee accepts more than one part, and such accepted 
parts get into the hands of different holders in due course, he is 
liable on every such part as if it were a separate bill. 

(5.) When the acceptor of a bill drawn in a set pays it 
without requiring the part bearing his acceptance to be delivered 
up to him, and that part at maturity is outstanding in the hands 
of a holder in due course, he is liable to the holder thereof. 

(6.) Subject to the preceding rules, where any one part of a 
bill drawn in a set is discharged by payment or otherwise, the 
whole bill is discharged. 

Conflict of Laws, 

72. Where a bill drawn in one country is negotiated, accepted, 
or payable in another, the rights, duties, and liabilities of the 
parties thereto are determined as follows : 

(1.) The validity of a bill as regards requisites in form is 
determined by the law of the place of issue, and the validity as 
regards requisites in form of the supervening contracts, such 
as acceptance, or indorsement, or acceptance supr^i protest, 
is determined by the law of the place where such contract was 
made ; 

Provided that — 

(a) Where a bill is issued out of the United Kingdom it is 
not invalid by reason only that it is not stamped in 
accordance with the law of the plaise of issue ; 
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(b) Where a bill, issued ont of the United Kingdom, con- 
forms, as regards requisites in form, to the law of the 
United Kingdom, it may, for the purpose of enforcing 
payment thereof, be treated as valid as between all 
persons who negotiate, hold, or become parties to it in 
the United Kingdom. 

(2.) Subject to the provisions of this Act, the interpretation 
of the drawing, indorsement, acceptance, or acceptance supn^ 
protest of a bill is determined by the law of the place where 
such contract is made. 

Provided that where an inland bill is indorsed in a foreign 
country the indorsement shall, as regards the payer, be inter- 
preted according to the law of the United Kingdom. 

(3.) The duties of the holder with respect to presentment 
for acceptance or payment and the necessity for or sufficiency of 
a protest or notice of dishonour, or otherwise, are determined by 
the law of the place where the act is done or the bill is dis- 
honoured. 

(4.) Where a bill is drawn out of but payable in the United 
Kingdom and the sum payable is not expressed in the currency 
of the United Kingdom, the amount shall, in the absence of some 
express stipulation, be calculated according to the rate of ex- 
change for sight drafts at the place of payment on the day the 
bill is payable. 

(5.) Where a bill is drawn in one country and is payable in 
another, the due date thereof is determined according to the law 
of the place where it is payable. 


PAETm 

CHEQUES OK A BANKEE. 

73. A cheque is a bill of exchange drawn on a banker payable 
on demand. 

Except as otherwise provided in this Part, the provisions of 
this Act applicable to a bill of exchange payable on demand 
apply to a cheque. ^ 
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74. Subject to the prov-isioBS of this Act— 

(1,) Where a cheque is not presented for payment within a 
' reasonable .time of its issue, and the drawer or the person . on 
whose account it is drawn had the right at the time of such pre- 
sentment as between him and the banker to have the cheque paid 
and suffers actual damage through the delay, he is discharged 
to the extent of such damage, that is to say, to the extent to 
which such drawer or person is a creditor of such banker to a 
larger amount than he would have been had such cheque been 
paid. 

(2.) In determining what is a reasonable time regard shalF 
be had to the nature of the instrument, the usage of ti\ade and 
of bankers, and the facts of the particular case. 

(3.) The holder of such cheque as to which such drawer or 
person is discharged shall be a creditor, in lieu of such drawer 
or person, of such banker to the extent of such discharge, and 
entitled to recover the amount from him. 

75. The duty and authority of a banker to pay a cheque 
drawn on him by his customer are determined by — 

(1.) Countermand of payment : 

(2). Notice of the customer’s death. 

Crossed Cheques. 

76. (L) Where a cheque bears across its face an addition of — 

(a) the words and company ’’ or any abbreviation thereof 
between two parallel transverse lines, either with or 
without the words ** not negotiable ; or 

(^) two parallel transverse lines simply, either with or 
without the words not negotiable,” 

that addition constitutes a crossing, and the cheque is crossed 
generally. 

(2.) Where a cheque bears across its face an addition of 
the name of a banker, either with or without the words “ not 
negotiable,” that addition constitutes a crossing, and the cheque 
is crossed specially and to that banker, 

77. (1.) A cheque may be crossed generally or specially by 
the:'drawer.'"''''.v' ' 
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(2.) Where a cheque is uncrossedj the holder may cross it 
generally or specially. 

(S.) Where a cheque is crossed generally, the holder may 
cross it specially. 

(4.) Where a cheque is crossed generally or specially, the 
holder may add the words “ not negotiable.’’ 

(5.) Where a cheque is crossed specially, the banker to whom 
it is crossed may again cross it specially to another banker for 
collection 

(6.) Where an uncrossed cheque, or a cheque crossed gene- 
* rally, is sent to a banker for collection, he may cross it specially 
to himself. 

78. A crossing authorised by this Act is a material part 
of the cheque; it shall not be lawful for any person to ob- 
literate or, except as authorised by this Act, to add to or alter 
the crossing. 

79. (1.) Where a cheque is crossed specially to more than 
one banker, except when crossed to an agent for collection being 
a banker, the banker on whom it is drawn shall refuse payment 
thereof. 

(2.) Where the banker on whom a cheque is drawn which is 
so crossed nevertheless pays the same, or pays a cheque crossed 
generally otherwise than to a banker, or if crossed specially 
otherwise than to the banker to whom it is crossed, or his agent 
for collection being a banker, he is liable to the true owner of 
the cheque for any loss he may sustain owing to the cheque 
having been so paid : 

Provided that where a cheque is presented for payment 
which does not at the time of presentment appear to be crossed, 
or to have had a crossing which has been obliterated, or to have 
been added to or altered otherwise than as authorised by this 
Act, the banker paying the cheque in good faith and without 
negligence shall not be responsible or incur any liability, nor 
shall the payment be questioned by reason of the cheque having 
been crossed, or of the crossing having been obliterated or having 
been added to or altered otherwise than as authorised by this 
Act, and of payment having been made otherwise than to a 
banki^r or to the banker to whom the cheque or was crossed, 
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80. Where the banker on whom a crossed cheque ie 
drawn in good faith and without negligence pays it, if crossed 
generally, to a banker, and if crossed specially, to the banker to 
whom it is crossed, or his agent for collection being a banker, 
the banker paying the cheque, and, if the cheque has come into 
the hands of the payee, the drawer, shall respectively be entitled 
to the same rights and be placed in the same position as if 
payment of the cheque had been made to the true owner 
thereof. 

81. Where a person takes a crossed cheque which bears on 
it the words not negotiable,” he shall not have and sliaii not 
be capable of giving a better title to the cheque than that which 
the person from whom he took it had. 

82. Where a banker in good faith and without negligence 
receives payment for a customer of a cheque crossed generally 
or specially to himself, and the customer has no title or a 
defective title thereto, the banker shall not incur any liability 
to the true owner of the cheque by reason only of having received 
such payment. 


PART IV, 

PKOMISSORY NOTES. 

83. (1.) A promissory note is an unconditional promise in 
writing made by one person to another signed by the maker, 
engaging to pay, on demand or at a fixed or determinable future 
time, a sum cerhiin in money, to, or to the oixler of, a specified 
person or to bearer. 

(2.) An instrument in the form of a note payable to maker’s 
order is not a note within the meaning of this section unless and 
until it is indorsed by the maker. 

(8.) A note is not invalid by reason only that it contains 
also a pledge of collateral security with authority to sell or 
dispose thereof ♦ • 
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;;iiote' wMcb' ' is, or on 'tlie .face, 'of It ■ purports to^' l)ey 
both made and payable within the British Islands is an inland 
note. Any other note is a foreign note. 

84. A promissory note is inchoate and incomplete until 
delivery thereof to the payee or bearer. 

85. (1.) A promissory note may be made by two or more 
makers, and they may be liable thereon jointly, or jointly and 
severally, according to its tenor. 

(2.) Where a note runs “ I promise to pay ’’ and is signed 
by two or more persons it is deemed to be their joint and several 
'note. 

88. (1.) Where a note payable on demand has been indorsed, 
it must be presented for payment within a reasonable time of the 
indorsement. If it be not so presented the indorser is discharged. 

(2.) In determining what is a rerisonable time, regard shall 
be had to the nature of the instrument, the ustige of trade, and 
the facts of the particular case. 

(3.) Where a note payable on demand is negotiated, it is 
not deemed to be overdue, for the purpose of affecting the holder 
with defects of title of which he had no notice, by reason that 
it appears that a reasonable time for presenting it for payment 
has elapsed since its issue. 

87. (1.) Where a promissory note is in the body of it made 
payable at a particular place, it must be presented for payment 
at that place in order to render the maker liable. In any other 
case, presentment for payment is not necessary in order to render 
the maker liable. 

(2.) Presentment for payment is necessary in order to render 
the indorser of a note liable. 

(3.) Where a note is in the body of it made payable at a 
particular place, presentment at that place is necessary in order 
to render an indorser liable; but when a place of payment is 
indicated by way of memorandum only, presentment at that 
place is sufficient to render the indorser liable, but a presentment 
to the maker elsewhere, if sufficient in other respects, shall also 
suffice. 

88. The maker of a promissory note by making it — 

(1.) Engages t&at ha will pay it according to its tenor; 
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(2.) Is precluded from denying to a holder in due course the 
existence of the payee and his then capacity to indorse. 

89. (1.) Subject to the provisions in this Part, and except as 
by this section provided, the provisions of this Act relating to 
bills of exchange apply, with the necessary modifications, to 
promissory notes, 

(2.) In applying those provisions the maker of a note shall be 
deemed to correspond with the acceptor of a bill, and the first 
indorser of*^ note shall be deemed to correspond with the drawer 
of an accepted bill payable to drawer’s order. 

(3.) The following provisions as to bills do not apply to 
notes ; namely, provisions relating to— - 

(a) Presentment for acceptance ; 

(b) Acceptance; 

(c) Acceptance supra protest ; 

(d) Bills in a set. 

(4.) Where a foreign note is dishonoured, protest thereof is 
unnecessary. 


FABT V. 

SUPPLEMENTARY. 

90. A thing is deemed to be done in good faith, within the 
meaning of this Act, where it is in fact done honestly, whether 
it is done negligently or not. 

91. (1.) Where, by this Act, any instrument or writing is 
required to be signed by any person, it is not necessary that he 
should sign it with his own hand, but it is sufBcient if his sig- 
nature is written thereon by some other person by or under his 
authority. 

(2.) In the case of a corporation, where, by this Act, any 
instrument or writing is required to be signed, it is sufficient if 
the instrument or writing be sealed with the corporate seal 

But nothing in this section shall be construed as requiring 
the bill or note a corporation to be under:^seal. 
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92. Where, by this Act, the time limited for doing any act or 
thing is less than three days, in reckoning time non-business 
days are excluded. 

‘‘ iSTon-business days for the purposes of this Act mean — 

(a) Sunday, Good Friday, Christmas Day ; 

(b) A bank holiday under the Bank Holidays Act, 1871, or 

Acts amending it; 

(c) A day appointed by Royal proclamation as public fast 

or thanksgiving day. 

Any other day is a business day. 

93. For the purposes of this Act, where a bill or note is 
required to be protested within a specified time or before "some 
furtiier proceeding is taken, it is sufficient that the bill has been 
noted for protest before the expiration of the specified time or 
the taking of the proceeding; and the formal protest may be 
extended at any time thereafter as of the date of the noting. 

94. Where a dishonoured bill or note is authorised or required 
to be protested, and the services of a notary cannot be obtained 
at the place where the bill is dishonoured, any householder or 
substantial resident of the place may, in the presence of two 
witnesses, give a certificate, signed by them, attesting the dis- 
honour of the bill, and the certificate shall in all respects operate 
as if it were a formal protest of the bill. 

The form given in Schedule I. to this Act may be used with 
necessary modifications, and if used shall be sufficient. 

95. The provisions of this Act as to crossed cheques shali 
apply to a warrant for payment of dividend. 

96. The enactments mentioned in the second schedule to this 
Act are hereby repealed as from the commencement of this Act 
to the extent in that schedule mentioned. 

Provided that such repeal shall not affect anything done or 
suffered, or any right, title, or interest acquired or accrued before 
the commencement of this Act, or any legal proceeding or remedy 
in respect of any such thing, right, title, or interest, 

97. (1.) The rules in bankruptcy relating to bills of exchange, 
promissory notes, and cheques, shall continue to apply thereto 
notwithstanding anything in this Act contained- 
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(2.) The rules of common law, including the law merchant, 
save in so far as they are inconsistent with the express provisions 
of this Act, shall continue to apply to bills of exchange, pro- 
missory not^s, and cheques. 

(8.) Nothing in this Act or in any repeal effected thereby 
shall aiiect — 

(a) The provisions of the Stamp Act, 1870, or Acts amend- 
ing it, or any law or enactment for the time being in 
Ibrce relating to the revenue : 

(h) The provisions of the Companies Act, 1862, or Act^ 
amending it, or any Act relating to joint stock banks 
or companies : 

(cj The provisions of any Act relating to or confirming the 
privileges oi’ the Bank of England or the Bank of 
Ireland respectively : 

{(i) The validity of any usage relating to dividend warrants, 
or the indorsements thereof. 

98. Nothing in this Act or in my repeal effected thereby 
shall extend or restrict or in any way alter or affect the law and 
practice in Scotland in regard to summary diligence. 

99. Where any act or document refers to any enactment re- 
pealed by this Act, tlie Act or document shall be construed, and 
shall operate, as if it referred to the corresponding provisions of 
this Act. 

100. In any judicial proceeding in Scotland, any /act rela- 
ting to a bill of exchange, bank cheque, or promissory note, 
which is relevant to any question of liability thereon, may be 
proved by parole evidence : Provided that this enactment shall 
not in any way affect the existing law and practice whereby the 
party who is, according to the tenor of any bill of exchange, 
bank cheque, or promissory note, debtor tc the holder in the 
aiiibunt thereof may be required, as a condition of obtaining a 
sist of diligence, or suspension of a charge, or threatened charge, 
to make such consignation, or to find such caution as the court 
or judge before whom the cause is depending may require. 

This section shall not apply to any case where the bill of 
exchange, bank cheque, or promissory not^has undergone the 
sexennial prescnption. 
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SCHEDULE L 

Form of protest which may be used when the services of a 
notary cannot be obtained. 

Know all men that I, A. B, [householder], of in the 

county of , in the United Kingdom, at the request of 

C.> D., there being no notary public available, did on the 
day of 188 at demand payment [or 

acceptance] of the bill of exchange hereunder written from 
E, E.j to which demand he made answer [state answer, if any], 
wherefore I now, in the presence of G. H, and /. /iT., do protest 
the said bill of exchange. 

(Signed) A. B. 

(r. 1 \Yitn esses. 

J. Jv. J 

M.B . — The bill itself should be annexed, or a copy of the 
bill and all that is written thereon should be underwritten. 


Pi-inted by Ballantyne, Hanson & Co. 
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